N
| RECDgmo—=

O /
‘\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\\H ‘ /jf o

i APR 4 2003

12 [31/62
L

03019377

RN
4 N \// N ~ 7 o -
\v/ ' ' AN RN N R N
Y AN /Z'Ayx %\4 \‘ N /,/\\\ g Ve TR SR -
AN N w0 X ISR

VR LJ,L \\ )\ '/‘ MY ] [ <
2 AR . .
: AN

 FROCESSED
o MROINE

“ THOMSON
‘ FINANCIAL

~
e - T o



TABLE OF CONTENTS

MANAGEMENT’S LETTER

COMPANY REPORT
BOARD OF DIRECTORS
TXU LEADEERSHIP
FINANCIAL REPORT

SHAREHOLDER INFORMATION

WHO WE ARE

TXU is a major energy company with operations in North America and Australia.
TXU is the largest power generator and electricity retailer in Texas, with over
19,000 megawatts of competitive generation and 2.7 million electricity customers.
TXU also has the largest electricity and natural gas utilities in Texas, annually
delivering over 100 terawatt-hours of electricity to 2.9 million points of delivery
and over 140 billion cubic feet of natural gas to 1.5 million retail gas distribution
customers. TXU's business in Australia includes both electricity and natural gas
delivery and energy operations, with 1,280 megawatts of generation and approxi-
mately one million electricity and natural gas customers. TXU serves over five million

electricity and natural gas customers in North America and Australia.

OUR VALUES

Excellence, Intensity, Ethical Conduct, Innovation, Respect.

STRATEGY
TXU will achieve excellent operations of significant scale in selected regions,
which optimize a portfolio of assets, capabilities, and customer relationships

across multiple products and services.

Visit www.txucorp.com for more information about TXU.




TXU ANNUAL REPORT 2002

Erle Nye ~ Chairman of the Board and Chief Executive

“Our path ahead is clear, and the strategy is well
defined. We are focused on our solid foundation of

energy businesses in Texas and Australia.”
gy

DEAR FELLOW SHAREHOLDERS:

With the failure of our European business

and the credit crisis that hit the electric utility
industry, 2002 was undoubtedly the most
difficult year TXU and its shareholders and
employees have experienced. I regret the
effect that the loss of shareholder value has

had on you and TXU employees.

I believe, however, that our decisive response
to the disturbing developments gives us the
opportunity to move forward with a clean slate.
We are focused on our solid foundation of

energy businesses in Texas and Australia, markets

we know well. Texas has completed a successful
first year of deregulation, and competition is
going well in Australia. The core businesses
remain strong, and TXU is on course to

deliver solid results in 2003.

The path ahead is clear

Qur path ahead is clear, and the strategy is well
defined. We have established guidance for
earnings with a rargeted growth rate of four to
six percent going forward. To achieve these
expectations, we will capitalize on leadership

positions in Texas and Australia, reduce costs,

PAGE I



TXU ANNUAL REPORT 2002

and pay down debt to strengthen our balance
sheet and improve credit. [ believe the disciplined
actions TXU is taking today will allow us to
deliver on expectations and build a solid platform

for the future.

Cost reduction is key. In 2003, we will lower
expenses $250 million below 2002 levels. The
2002 cost increase was largely related to the goal
of creating a global company and the transition
to retail competition in Texas and growth in
North America. Changes already implemented
are delivering savings in these areas. An

even more vigorous set of actions across the
enterprise, including a major restructuring

and streamlining, is achieving significant and

sustainable staff and cost reductions.

Debt reduction and strengthening credit are
also key 2003 priorities. Using the strong cash
flows generated by our businesses, we will pay
down approximately $1.5 billion of debt, with

similar levels of debt reduction planned in 2004.

We will also maintain strong liquidity to
bolster the confidence of the capital markets,

credit-rating agencies, and investors.

Cutting costs, reducing debt, and
strengthening credit are key 2003 priorities.

For the immediate future, we will continue to
watch and encourage the progress of deregulation
in new markets around the country. But our
unwavering focus will be on achieving excellent
operations in Texas and Australia while reduc-

ing costs and strengthening credit.

Decisive actions establish a clean slate

While I remain disappointed with the loss of the
European business and the effect on sharehold-
ers, | am proud of the prompt, decisive actions

taken last fall under exceedingly difficult circum-
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stances to ensure liquidity, strengthen credit,

and reassure investors.

TXU Europe’s operations are now discontinued
and have been written off. TXU Europe was
organized as a totally separate corporate entity
from the parent, TXU Corp. We adhered
strictly to consistent corporate governance in
every aspect of our dealings with TXU Europe.
Both United Kingdom and United States laws
clearly recognize and consistently hold for the
ability to organize a company to fully insulace the
parent from liabilities of subsidiaries. When
insolvency became likely, we took a great deal
of care to ensure that TXU Europe was oper-

ated to minimize the loss to creditors.

As we focused during that time on preserving
shareholder value, one of the most difficult but
essential actions undertaken was the board of
directors’ decision on October 12 to reduce the
dividend. We were confident we could maintain

the dividend since we never used cash flows from

2003 INITIATIVES

Europe to support it. However, the intensifying
credit crisis affecting TXU Corp. made it imper-
ative that we further strengthen credit and
liquidity to address the concerns of the financial
markets and credit-rating agencies. Reductions
in the dividend and also in developmental cap-
iral expenditures produce an estimated annual
cash savings of $850 million to $950 million,
which provides substantial funds for debt
reduction. Once we have restored unquestioned
confidence in our credit and our ability to
access the capital markets on favorable terms,
it is my desire to readdress the dividend as

soon as practical.

We also took significant steps to shore up liquid-
ity, quickly completing financing actions that
positioned the company well to maintain liquidity
at a minimum of $1.5 billion. These actions
included issuance of $850 million of bonds at
Oncor to tefinance near-term maturities and
repay short-term debt, issuance of $750 million

in exchangeable subordinated notes at

¢ Strengthen balance sheet and enhance credit

¢+ Deliver on the 2003 plan

+ Achieve major, sustainable cost reductions

+ Aggressively defend and build on leadership positions in Texas and Australia
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TXU Energy, and completion of a public offering
of $516 million of TXU common stock. In addi-

tion, in March 2003, TXU Energy completed a
debt offering of $1.25 billion.

I believe the conclusion of the business in
Europe and actions we took to enhance liquidity

and credit provide a clean slate and a clear path

forward for TXU.

Strong core operations
While the results of the past year are unfortunate,
we are privileged to have solid core assets and

successful operations in the US and Australia:

4 TXU Energy, Oncor, and TXU Australia
serve over five million customers and
expect to produce over $2 billion in cash

flows from operations in 2003.

¢ TXU has ample liquidity and continues to
focus on strengthening credit and reducing
net dekt to capital. Net debt is projected
to fall steadily from 58 percent in 2002
to below 48 percent by the end of 2004.*

&

TXU Energy remains the largest electricity
retailer in Texas, with a loyal customer base
of 2.7 million and the demonstrated ability
to attract customers in new competitive mar-
kets. TXU Energy also operates the largest
competitive generation fleet in Texas and is
a premier portfolio manager in a state that

remains economically attractive.

Oncor operates its Texas electricity and gas
delivery business in a reasonable regulatory
environment and growing and diverse service
area, providing steady earnings for investors
and reliable, flexible energy delivery service

TO customers.

TXU Australia serves approximately one
million customers, is competing success-
fully in Victoria’s energy market, operates a
reliable gas and electricity distribution
network, and is making inroads into South

Australia’s newly opened retail market.

* Net debt is the sum of long-term debt, long-term debt due currently, and notes payable, excluding securitization bonds, notes exchangeable

to common stock, and equity-linked securities, net of cash and restricted cash. Capital is net debt plus notes exchangeable to common stock,

equity-linked securities, preferred and preference stock and trust securities, and common shareholders’ equity.
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Texas starts with sound market model

Texas launched its competitive electricity
industry without the major midcourse changes
and governmental intervention experienced
by the UK. Market certainty in Texas allows for
rational investments in systems, contracts,
and plants and encourages investment in both
the generation and retail markets by new
entrants. Consumer prices are competitive and
service remains reliable. TXU and other market
participants can make prudent investment deci-

sions and establish stable operations.

[ believe that these factors and our distinctive
business model position us to succeed in this
market. We are competing successfully in
Texas and will be ready to move into new growth
markets outside Texas when the time is right.
We continue to support and believe in competi-

tion and the benefits it brings customers and

the prospects it offers shareholders.

TXU ANNUAL REPORT 2002

Leadership enhanced

TXU has a skilled and dedicated board of
directors. Earlier this year, the board was
enhanced with the election of Michael W.
Ranger. Mike replaces Charles R. Perry, who
has elected to retire from the board after a
long record of service. Mike is consultant to
CSFB Private Equity, overseeing private equity
investments in the energy and power industries.
We are very fortunate to have Mike join our
board. His background in the energy industry
will provide us with a wealth of knowledge that

will serve us well.

At the same time, we will very much miss
Charles, who served with great distinction for
many years. Charles, who lives in Odessa,
Texas, has been prominent in the oil and gas and
other businesses in West Texas for many years.
He began his service on the TXU and predecessor
boards in 1978. [ want to publicly thank him for
his untiring contribution to this company and his

friendship to me. [ wish him all the best.
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Other enhancements to the management talent
of the company include the election of Dan
Farell as executive vice president and chief
financial officer of TXU Corp. Dan brings a
wealth of experience to this role. A certified
public accountant, he has over 30 years of
diverse experience in the energy industry, last
serving as president of TXU Gas. His other
duties have included principal accounting and
finance positions at the corporate and subsidiary
levels, as well as top management assignments
at TXU Australia and Oncor. Dan has provided
effective leadership of many activirties, and his
knowledge cof the industry and our operations is

a great advantage.

Mike McNally, an executive vice president,
served capably as chief financial officer for some
five years. Mike is now group president of
Corporate Services, responsible for risk man-
agement, business development, human
resources, information technology, procurement

services, and other corporate functions.

Finally, Tom Baker, group president of Oncor,
has been elected executive vice president of
TXU Corp. In addition to his current role as
head of Oncor, Tom has added responsibility for
TXU’s governmental and legislative affairs
and communications functions. Tom is a career
employee of the TXU system, with broad
experience in most areas of the company’s oper-
ations. I welcome the exceprional depth and

dimension he brings to the TXU leadership team.

TXU'’s priorities are
straightforward and fundamental.

A focus on fundamentals
TXU’s priorities over the next year are straight-
forward and fundamental. We are dedicated to

strengthening our balance sheet and enhancing
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credit, achieving major cost reductions, and
aggressively defending and building on our lead-

ership positions in Texas and Australia.

Despite the challenges we have faced, our future
prospects for success are well within our reach.
TXU has solid businesses in Texas and Australia
and a sound, distinctive business model. We
have great markets in both regions, where we will
make the most of our leadership positions.
And we have an exceptional employee team. It
has always been the strength of employees that
has made the difference at TXU, and these times

are no different.

We have learned valuable lessons this past year.
Throughout the difficulties, TXU adhered to its
core values. We will continue to lead and live

by open, transparent business practices, time-

honored principles, a strong value system, and
conservative corporate governance. It is my
commitment that these values will continue to

guide our actions and shape our future.

[ remain grateful to you for your

continued support.

Zo

Erle Nye
Chairman of the Board and Chief Executive
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We remember where we started.

On August 19, 1882, Dallas’s first two electric lights were turned on, one
at a department store, the second at a saloon. Other northern Texas towns
soon followed. The pioneers who founded the predecessor companies of
TXUJ were people of vision, purpose, and determination. They began
building an energy system of unsurpassed reliability and affordability,
contributing to the economic development of what would become today
the nation’s second most populous state. As we continue the legacy of
service to shareholders, customers, employees, and communities in Texas

and Australia, we remember where we started.
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TXU has a foundation of three solid businesses — Oncor, TXU Energy, and TXU Australia. We

are focused on defending and building on the leadership positions we hold in both Texas and

Australia. The competitive energy markets are open and operating well, and TXU Energy and

TXU Australia are focused on customers and operational excellence. Operating in a reasonable

regulatory environment, Oncor provides reliable energy delivery service to an area with strong

customer growth and consumption.

ONCOR

Oncor completed another year of safe, depend-
able delivery of electricity and natural gas,
adding to more than a century of energy deliv-
ery service to customers across North Central,
East, and West Texas. Our North American asset
management services company, Oncor Urility
Solutions, also scored successes in its first full

year of business.

Combining efficient regulated operations with an
entrepreneurial spirit, Oncor focuses on steady
earnings and strong cash flows for investors and

reliable and flexible service for customers.

Oncor transmits and delivers electricity and
natural gas to some 122 counties across

almost one-half of the state’s geographic area.

PAGE

The economy of this territory, which includes the
Dallas-Fort Worth area, is highly diverse. The
region’s quality of life is consistent with attracting
new or expanding businesses. The D/FW
International Airport, the world’s fourth busiest,
has also helped make this region fourth in the
nation in the number of Forrune 500 companies

located here.

The economy of our service area continues to
grow and with it the need for dependable energy
delivery. In 2002, Oncor provided electricity to
2.9 million points of delivery and natural gas
to almost 1.5 million customers. The electric
customer base continues to grow at over two
percent per year (2.3 percent in 2002) and the

natural gas customer base at 1.5 percent per year
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ONCOR \ (1.7 percent in 2002). In the past five years,

ENERGY DELIVERY~ELECTRIC !
© the electricity customer base has grown by

approximately 11.5 percent and the natural gas

customer base by 7.4 percent.

In addition to our distribution business, we

also operate the 14th largest high-volume natural

' gas pipeline in the US. In 2002, the Texas

intrastate system delivered 437 billion cubic

|

| feet, up 13 percent over 2001.

Transmission Lines '

& Electric Service Area \‘
|

To provide quality service for the expansion in

our service tetritory, we have added considerable
¢ Fully regulated business

4 Growing and diverse service area

|
‘ infrastructure. Among the most significant
l accomplishments in 2002 was completion of

¢ Reasonable regulatory environment . . .
suaten the last miles of four essential 345-kilovolt

| transmission lines. These critical lines will help

relieve transmission congestion in North Texas

4 14,000 electric t ission line mile . NERT
i TATSTsSion fine fes and ensure the continued reliability of the

|
$ 96,800 electric distribution line miles | transmission grid

¢ Delivers over 100 terawatt-hours annually
¢ 2.9 million points of delivery We continue our traditional commitment to
the economic development of our service

area. Even in a slower national economy,

GROWTH DRIVERS: Oncor last year helped locate 36 new busi-
REGULATED RATE BASE 1 X s
PROJECTED ENERGY GROWTH OF 3.5% . nesses to the service area, generating 2,500 new

‘ jobs and $5 million in additional Oncor rev-

enue. A number of additional businesses have

announced moves to the area, which will

\ increase the total job creation to 11,000 and
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ONCOR
ENERGY DELIVERY~GAS

~ T
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v
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\ o
Pipes & Natural Gas \\ /
Service Area \ \

¢ Largely regulated business
¢ Growing and diverse service area

¢ Reasonable regulatory environment

¢ 6,800 gas pipeline miles

Pipeline delivers over 400 billion

&

cubic feet annually

4

26,000 gas distribution line miles

&

Distribution delivers over 140 billion

cubic feet annually

&

Gas storage 39 billion cubic feet

GROWTH DRIVERS:
TMPROVING REGULATED RETURN
PROJECTED CUSTOMER GROWTH OF 2%

TXU ANNUAL REPORT 2002

total new revenue to $16 million. Site Selection
magazine has repeatedly honored Oncor’s ream
with its “Outstanding Development

Organization” award.
g

Throughout our operations, we have made the
safety of employees and the public a priority.
In an industry first, meter readers reached one
million safe work-hours in 2002. Oncor’s
measurement services reached a milestone
unequaled by any similar organization,
achieving two million work-hours with zero
lost-time injuries. For the third time in four
years, gas operations employees completed one

million safe work-hours in March 2002.

Oncor continues to be recognized as a leading
provider of energy and delivery services. Each
year, we participate in PA Consulting’s nation-
wide benchmarking study, which focuses on
electric transmission and distribution activities
at large investor-owned utilities. The latest
results place Oncor in the top quartile in cost

efficiency, reliability, and employee safery.

We market our technology and asset-manage-
ment expertise to other utilities in North
America through our competitive business,

Oncor Utility Solutions.
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New clients during 2002 included major utilities
in California and Connecticut and an electric

cooperative in New Mexico.

Oncor focuses on steady earnings and
cash flows for investors and safe and

reliable service for customers.

Oncor is committed to long-term earnings
growth with a near-term focus of maintaining
credit and cash and providing safe and reliable
energy delivery services. As the name suggests,
we seek to perform so well that customers and

investors call for a repeat performance.

TXU ENERGY

TXU Energy officially opened for business on
January 1, 2002, as the Texas electricity market
deregulated, giving customers the power to
choose their electricity provider. TXU Energy
operates its portfolio of power production,
portfolio management, and retail operations

as one single integrated energy business.

We hold an enviable position in the new

energy market.

PAGE

We are the state’s leading electricity retailer and
largest power producer. Our business fundamen-
tals are strong. We have solid earnings and cash
flows, a large and loyal customer base, and
opportunities to grow outside our historical

service territory into new Texas markets.

TXU Energy is privileged to do business in one
of the nation’s best economies, which remains
resilient even in the current slowdown. With a
population of more than 21 million, the nation’s
second largest state now accounts for more
than seven percent of total US employment. This
diverse economy and the hot weather demand
huge amounts of energy, making Texas No. | in

the nation in electricity consumption.

The Dallas-Fort Worth and Houston metropoli-
tan areas, two of TXU Energy’s main markets,
enjoy the state’s highest per capita income and
have large concentrations of jobs in financial
and business services as well as well-paying
manufacturing jobs in electronics, motor vehi-

cles, chemicals, machinery, and aerospace.

During the first year of customer choice, we
maintained our position as the leading compet-
itive electric provider, offserting modest customer

losses in our historical service area with gains in

12
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+ 19,140 megawatts of
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new markets. With customer growth in our
traditional service territory, we maintained con-
sumer retail load levels in 2002 despite the entry

of several new competitors in our home market.

Customer gains included the addition of almost
34,000 residential and small commercial cus-
tomets in Houston who were formerly served by
New Power Company. TXU Energy is now

Houston’s No. 1 brand behind the incumbent.

Customer retention in our historical markets was
ahead of plan at the end of 2002, and customer
awareness of the TXU brand in new markets
jumped from a little over 10 percent to more
than 50 percent. At the end of the year, more
than half of customers across the open Texas
market said they were likely to recommend TXU

Energy as an energy provider.

Deregulation resulted in cost savings for Texans.
The Public Urtility Commission of Texas has esti-
mated that the state’s retail consumers saved, at a
minimum, over $1.5 billion in electricity costs
during the first year of competition as compared

with the regulated rates in effect during 2001.

The competitive wholesale power market also
functioned well in 2002, with power flowing
reliably. We have over 19,000 megawatts of flex-
ible, low-cost generation resources that are
strategically positioned within the Texas power
grid, with access to load-growth opportunities

and transmission facilities.

We made strategic adjustments to our genera-
tion fleet mix in 2002. In Texas, we acquired a
260-megawatt combined-cycle plant, while
completing the divestiture of 2,334 megawatts

of gas-fired generation.

TXU ENERGY

PRODUCTION

Low cost, flexible, well located

generation capacity

Over 2,700 megawatts of
purchased power contracts

61.4 billion cubic feet gas
storage capacity

4.8 billion cubic feet/day
transport capacity

24 million tons of lignite coal

mined annually GROWING ECONOMY

COST REDUCTION
DEBT REDUCTION

PORTFOLIO
MANAGEMENT

¢ Enhanced margin
¢ Low risk

GROWTH DRIVERS: > ..

RETAIL
» Leading retail competitor

¢ 2.7 million retail

electric customers

91 terawatt-hour annual

retail electric sales

30 terawatt-hour annual

wholesale electric sales
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TXU Energy manages risk and creates value from
these extensive retail and power production
assets, capabilities, and customer relationships
through its portfolio management capabilities.
Portfolio management at TXU is conservative,
responsible, and anchored to physical assets

and customer obligations.

TXU Energy has solid earnings and
cash flows, a large and loyal
customer base, and opportunities to

grow in new Texas markets.

Without a doubt, 2002 was a year of major

transition and adjustment. The year began with

PAGE

high-growth expectations and opportunities
offered by US deregulating energy markets. As
the year progressed, the business environment
underwent significant change with the reaction
to scandal and failure within the energy
industry. The pace of deregulation slowed, fewer
participants remained in the trading markets, and

access to cash in the capital markets tightened.

In response to slowing market conditions and
intensifying credit constraints, TXU Energy
took decisive action to re-scale and refocus on
its core business and markets. We are well
into a program to drive out $250 million from our
cost structure and are committed to achieving

year-on-year gains in productivity,
TXU Energy’s mission for 2003 is clear: protect

and build on our strong Texas franchise and

deliver on our earnings and cash flow targets.
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TXU AUSTRALIA

Northern
Territory
Queensland
Western
Australia
South
Australia
New South
Wales
Victoria

ENERGY DELIVERY

¢ Incentive-based regulation
¢ 26,000 electric distribution line miles

¢ Electric distribution delivers

2.1 terawatt-hours annually
+ 5,000 miles of gas distribution pipe

% Gas distribution delivers over 35 billion
cubic feet annually

+ Qas storage over 10 billion cubic feet

ENERGY

¢ 437,000 gas customers
4 543,000 electric customers
¢ 1,280-megawatt generation capacity

¢ 966-megawatt master hedge agreement

GROWTH DRIVERS:

PROJECTED ELECTRIC DEMAND GROWTH OF 2.8%
PROJECTED GAS GROWTH OF 3.7%

REGULATED BUSINESS 15 65%

TXU AUSTRALIA

Scale, experience, and skill put TXU Australia in
the forefront of developments in Australia’s
competitive electricity and natural gas markets.
We have fully implemented our business model
with power production, portfolio management,

retail customers, and energy delivery service.

We supply electricity and natural gas services

to over one million customers in Australia.
Successful marketing and customer service drove
electricity sales growth of 29 percent and gas

customer growth of 2.3 percent in 2002.

In response to complete electricity and gas
customer choice introduced in Victoria in 2002,
we launched TXU Life Energy products. Now
families, couples, singles, and senior citizens can
choose from a number of flexible gas and elec-
tricity plans to suit their current household and
lifestyle. We also launched the first monthly
bill in Australia that combines electricity and gas
charges. These products and a targeted market-
ing campaign helped us acquire a significant num-
ber of dual-fuel, high-value customers in 2002
and generated a large proportion of the residen-

tial customer gains in Victoria.
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We also consolidated our position in South
Australia’s competitive industrial and commercial
electricity market, attracting 40 percent of the
market’s volume. Retailing and customer service
operations prepared throughout the year for entry
into the newly competitive South Australian

residential energy market in early 2003.

TXU Australia has fully implemented its
business model with power production,
portfolio management, retail customers,
and energy delivery.

QOur upstream power production resources,
managed by our portfolio management operation,
are key to TXU Australia’s ability to manage
price volatility and provide reliable supply. We
own and operate the nation’s first commercial
gas-storage facility, at Port Campbell, Victoria,
and the 99-year lease and operation of the
Torrens Island Power Station in South Australia,
the largest gas-fired generating plant in the
nation. It generates up to half of the state’s

electricity in times of peak demand.

PAGE

In 2002, we secured gas agreements to meet
current and future supply needs for our customers
and Torrens [sland. The agreements contain
price-reset mechanisms that will maintain prices

in line with market conditions.

We will use the SEA Gas pipeline, in which we
became a partner in 2002, to transport gas from
pipelines and our gas storage facilities in Victoria
to Torrens Island. The expanded pipeline will
deliver more gas at competitive prices, leading to

more competitively priced electricity.

An important part of our business is the own-
ership and management of one of Victoria’s
most reliable and cost-efficient energy networks,
which distributes electricity and gas to over
one million supply points across the state.
Following our completion of a high-voltage
power-line upgrade, customers in developing
northeast Victoria now enjoy a more reliable

power supply.
TXU Australia is proud to be a key provider

in the nation’s innovative and exciting

energy market.

16



We believe in competition.

TXU remains a champion of competition because of the benefits it brings
customers and the prospects it offers shareholders. We believe competi-
tion is clearly superior to regulation in allocating resources, driving
operating efficiency, stimulating innovation, and rewarding superior
performance. Texas has completed a successful first year of deregulation,
and customer choice is going well in Australia. We think our business
model, consisting of regulated and unregulated businesses, remains the

most viable and attractive way to do business in our selected markets.
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We stay true to our values.

TXU has established a rich legacy as a good corporate citizen with more
than 100 years of active community involvement. And our commitment
to be good stewards of the land, air, and water began long before the
term environmentalism became popular. Corporate citizenship is woven into
the fabric of who we are. We've stayed true to our values for more than

a century, and those principles will continue to guide our behavior.
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CORPORATE CITIZENSHIP

As an interim measure to help manage costs,
we have reduced our philanthropic funding,
but we continue to make good citizenship our
practice. Qur most valuable contribution to
the communities where we do business is through
the unselfish efforts and dedication of our

employees and their enthusiastic volunteerism.

Helping customers in need

TXU is recognized as an industry leader in help-
ing customers with financial difficulties take
advantage of bill-payment assistance and other
low-income programs so that they can keep
their lights, heat, and air conditioning on. The
relationships we have with some 200 social
agencies and our knowledge of funding sources
are critical to the success of this endeavor. In
2002, more than 50,000 at-risk customers received
$8 million in bill-payment assistance. These
efforts benefit customers by helping them obtain
money, and TXU benefits by additional cash

flow from accounts that are kept current.

Innovative TXU programs identify and inform
at-risk customers that assistance is available.
One such program is Check on Your Neighbor, a
partnership with Meals on Wheels and Visiting

Nurses Association. This coalition delivered

meals along with summer heat and assistance

PAGE
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messages in 2002 to more than 5,000 of TXU’s
most vulnerable customers, who often do not
turn on their air conditioning for fear of high
bills. Nearly five million more individuals heard
our messages, and 1,900 rargeted individuals

called TXUs toll-free Cool Line for assistance.

Caring for our world

Commitment to environmental excellence is
also a priority at TXU. Every year we build

on a tradition of environmental accomplishments
that go beyond the required at every level of
operations, from energy production and delivery
to coal mining and land reclamation to reduction

and recycling of waste.

We strive to continuously improve emission
controls at our electric generation facilities. As
a result, our emission rates remain well below
the national average, with regulatory compli-
ance in air, land, and water among the best in

the industry.

TXU supports a balanced, flexible, comprehen-
sive, and international approach to the global
climate change issue. For the past 10 years, we
have voluntarily participated in the Department

of Energy’s annual Climate Challenge program.
Through this program, TXU has avoided, reduced,
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or sequestered the equivalent of 193 million
tons of greenhouse gases, which is the largest
achievement of any investor-owned energy

company in the nation.

Seeing the trees in the forest

Since the early 1970s, TXU has been in the
forefront of reforestation. The 20 million trees
we have planted, which include 1.3 million in
2002, improve air quality by sequestering carbon
dioxide, provide valuable wildlife habitat, and

contribute to the beauty of communities.

In 2002, TXU and the Dallas Trees and Parks
Foundation launched a highly successful urban
forestry program. The TXU Urban Tree Farm
is the nation’s largest known nonprofit urban
tree farm. It expressly benefits the urban areas
of North Texas with trees for planting at local
schoolyards, along highways, and in parks. The
National Tree Trust projects the first year’s
trees alone will sequester nearly 40 tons of car-

bon dioxide over their 80-year life span.

The TXU Urban Tree Farm is also a sustain-
able program. We provided the seed money to

create it, and revenues from tree sales to com-

munity organizations will fund subsequent
vears’ trees. Some 360 employees helped kick
off the project, making the event the largest
single-day, single-cause volunteer effort in

company history.

Harnessing the wind

For more than 30 years, TXU has been research-
ing and supporting the development of clean,
efficient renewable energy as an important part
of our diversified fuel portfolio. We are the
fourth largest purchaser of emission-free wind
power in the United States and the leader in

Texas and the Southwest.

We have secured contracts for more than 400
megawatts of wind power in the US and
Australia, enough to supply the annual energy
requirements of about 150,000 homes. New
agreements in 2002 include the purchase of
490,000 megawatt-hours each year of wind
power in Australia, and more wind projects are

under construction in Texas.

Our heritage of giving back to the community
and caring for the environment is part of how

we live our values.
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SELECTED FINANCIAL DATA

CONSOLIDATED FINANCIAL STATISTICS

YEAR ENDED DECEMBER 31,
(Millions of US Dollars, except ratios) 2002 2001 2000 1999 1998
Total assets — end of year $30,891 $42,318 $45,079 $40,985 $40,701
Property, plant and equipment — net ~ end of year $19,642 $19,419 $19,148 $19,246 $18,439
Capital expenditures 996 1,248 1,038 1,008 821
Capitalization - end of year
Equity-linked debt securiries $ 1,440 $ 1,330 $ 700 $ 700 $ 700
Exchangeable subordinated notes 750 — — _— -
All other long-rerm debt, less
amounts due currently 9,510 9,576 7,890 8,619 8,934
Mandatorily redeemable, preferred securities
of subsidiary trusts, each holding solely
junior subordinated debentures of the
obligated company (trust securities):
TXU Corp. obligated 368 368 368 368 223
Subsidiary obligated 147 147 976 971 969
Preferred stock of subsidiaries:
Not subject to mandatory redemption 190 190 190 190 190
Subject to mandatory redemption 21 21 21 21 21
Common stock repurchasable under
equity forwzrd contracts — — 190 — —
Preference stock 300 300 300 — —
Common stock equity 4,766 7,656 1,476 8,334 8,246
Total $17,492 $19,608 $18,111 $19,203 $19,283
Capitalization ratios - end of year
Equity-linked debt securities 8.2% 6.9% 3.9% 3.6% 3.6%
Exchangeable subordinated notes 43 — — — —
All other long-term debr, less
amounts due currently 54.4 48.8 43.6 44.9 46.3
Trust securities 2.9 2.6 1.4 7.0 6.2
Preferred stock of subsidiaries 1.2 [.1 1.2 1.1 1
Common stock repurchasable under
equity forward contracts — — 1.0 — —
Preference steck 1.7 L5 1.7 — —
Common stock equity 27.3 39.1 41.2 43.4 42.8
Total 100.0% 100.0% 100.0% 100.0% 100.0%
PAGE 24




TXU ANNUAL REPORT 2002

SELECTED FINANCIAL DATA
CONSOLIDATED FINANCIAL STATISTICS

YEAR ENDED DECEMBER 31,

(Millions of US Dollars, except ratios) 2002 2001 2000 1999 1998
Embedded interest cost on

long-term debt — end of year @ 6.9% 6.2% 7.5% 6.9% 7.8%
Embedded distribution cost on

trust securities — end of year 7.8% 7.8% 9.8% 8.1% 8.0%
Embedded dividend cost on preferred

stock of subsidiaries — end of year® 6.5% 6.5% 7.0% 1.0% 9.4%
Revenues $10,034 $10,049 $ 9,647 $ 8,059 $ 7,992
Income from continuing operations $ 175 $ 639 $ 666 $ 686 $ 600
Income (loss) from discontinued operations $ (4,210) $ 192 $ 250 $ 299 $ 140
Extraordinary loss net of tax $ 175) $ (154) 3 — $ — $ -
Preference stock dividends $ 22 $ 12 $ 12 $ — $ -
Net income (loss) available for common stock $ (4,232) $ 655 $ 904 $ 985 $ 740
Dividends declared on common stock $ 533 $ 625 $ 625 $ 647 $ 3597
Common stock data

Shares outstanding — average {millions) 278 259 264 279 265

Shares outstanding - end of year (millions) 322 265 258 276 282

Basic and diluted earnings per share:

Income from continuing operations

before extraordinary loss $ 0.55 $ 2.38 $ 248 $ 246 $ 226
Income (loss) from discontinued operations $ (15.15) $ 074 $ 095 $ 107 $ 053
Extraordinary loss, net of tax $ (0.63) $ (0.60) $ — 3 — 3 —
Ner income (loss) available for common stack $ (15.23) $ 252 $ 343 $ 353 $ 2.79

Dividends declared per share $ 1.925 $ 2.400 $ 2.400 $ 2325 $ 2.225
Book value per share — end of year $ 14.80 $ 28.88 $ 2897 $ 30.15 $ 2921
Return on average common stock equity 2.8% 8.4% 8.4% 83% 8.0%

{a) See Results of Operations in "MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS.”

(b) Includes the unamortized balance of the loss on reacquired preferred stock and assaciated amortization. The embedded dividend cost excluding the effects of the loss on
reacquired prefesved stock is 6.0% for 2002, 6.0% for 2001, 6.2% for 2000, 6.2% for 1999, and 5.9% for 1998.

(¢) Based on vesults from continuing operations.

(d) Represents the annual interest and amortization of any discounts, premiums, issuance costs and any deferred gainsflosses on reacquisisions divided by the carrying value of
the debt plus the unamortized balance of any discounts, premiums, issuance costs and gainsflosses on reacquisitions at the end of the year.

Cerwin previously reported financial statistics have been reclassified to conform to current classifications.

Prior year periods have been vestated 10 reflect Europe operations as discontinued operarions.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

BUSINESS

Use of the term “TXU Corp.,” unless otherwise noted or indicated by the context, refe

company, and its consolidated subsidiaries.

TXU Corp. is an energy company that engages in power production (electricity gen
sales, retail energy sales and related services, portfolio management, including risk n
trading activities, energy delivery and, through a joint venture, telecommunication:

The consolidated financial statements and related discussion of results of operation
restated to reflect the operations of TXU Europe Limited (TXU Europe) as discontii
to Financial Statements for information about discontinued operations).

Concurrent with TXU Corp.’s reorganization as of January 1, 2002, TXU Corp. re:
three reportable segments: North America Energy, North America Energy Deliver
With the exiting of the Europe operations, the International Energy segment has |
solely of operations in Australia. (See Note 17 to Financial Statements for further

reportable business segments.)

The following exchange rates have been used to convert foreign currency denomi
States (US) dollars, unless they were determined using exchange rates on the dat

BALANCE SHEET
(AT DECEMBER 31,)

2002 2001 2(

)

[XU Corp., a holding

n), wholesale energy
ement and certain

ces.

XU Corp. have been
sperations {see Note 3

d its operations into

International Energy.
enamed and consists

mation concerning

amounts into Unired
specific event:

YCOME STATEMENT
AVERAGE FOR YEAR
DED DECEMBER 31,)

2001 2000

Australian dollars (A$) $0.5650 $0.5115 $0.54

CRITICAL ACCOUNTING POLICIES ‘

All dollar arnounts in Management’s Discussion and Analysis of Financial Condif
and the tables therein, except per share amounts, are stated in millions of US doll

TXU Corp’s significant accounting policies are detailed in Note 2 to Financial
accounting principles generally accepted in the United States of America. In appj
in the preparation of TXU Corp.’s consolidated financial statements, managemen:
and assumptions about future events that affect the reporting and disclosure of asse
sheet dates and revenue and expense during the periods covered. The following |
accounting policies of TXU Corp. that are impacted by judgments and uncertair
amounts might be reported under a different set of conditions or using different

Financial Instruments and Mark-to-Market Accounting TXU Corp. enters into financiz
options, swaps, futures, forwards and other contractual commitments primarily t
to changes in commodity prices, including costs of fuel for generation of power,

rates and foreign currency exchange rates. These financial instruments are accot
Statement of Financial Accounting Standards (SFAS) No. 133, “Accounting fo
Hedging Activities” and, prior to October 26, 2002, Emerging Issues Task Force
“Accounting for Contracts Involved in Energy Trading and Risk Management 4
financial instruments entered into by TXU Corp. are derivatives as defined in S

SFAS No. 133 requires the recognition of derivatives in the balance sheet, the |
ments at fair value and the recognition in earnings of changes in the fair value «
is referred to as “mark-to-market” accounting. SFAS No. 133 provides exceptio
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

derivative is deemed to represent a transaction in the normal course of purchasing from a supplier and selling
to a customer, or (b) the derivative is deemed to be a cash flow or fair value hedge. In accounting for cash flow
hedges, derivative assets and liabilities are recorded on the balance sheet at fair value with an offset in other
comprehensive income. Any hedge ineffectiveness is recorded in earnings. Amounts are reclassified from other
comprehensive income to earnings as the underlying transactions occur and realized gains and losses are
recognized in earnings.

TXU Corp. documents designated commodity, debt-related and other hedging relationships, including the
strategy and objectives for entering into such hedge transactions and the related specific firm commitments or
forecasted transactions. TXU Corp. applies hedge accounting in accordance with SFAS No. 133 for these
non-trading transactions, providing the underlying transactions remain probable of occurring. Effectiveness is
assessed based on changes in cash flows of the hedges as compared to changes in cash flows of the hedged items.

Pursuant to SFAS No. 133, the normal purchase or sale exception and the cash flow hedge designation are
elections that can be made by management if certain strict criteria are met and documented. As these elections
can reduce the volatility in earnings resulting from fluctuations in fair value, results of operations could be
materially affected by such elections.

Financial instruments entered into in connection with indebtedness to manage interest rate and foreign currency
exchange rate risks are generally accounted for as cash flow hedges in accordance with SFAS No. 133.

EITF Issue No. 98-10 required mark-to-market accounting for energy-related contracts, whether or not derivatives
under SFAS No. 133, that were deemed to be entered into for trading purposes as defined by that rule. The
majority of commodity contracts and energy-related financial instruments entered into by TXU Corp. to manage
commodity price risk represented trading activities as defined by EITF Issue No. 98-10 and were therefore
marked-to-market. On October 25, 2002, the EITF rescinded EITF Issue No. 98-10. Pursuant to this rescission,
only financial instruments that are derivatives under SFAS No. 133 will be subject to mark-to-market
accounting. See discussion below under “Changes in Accounting Standards.”

In June 2002, in connection with the EITF’s consensus on Issue No. 02-3, “Accounting for Contracts Involved
in Energy Trading and Risk Management Activities,” additional guidance on recognizing gains and losses at the
inception of a trading contract was provided. In November 2002, this guidance was extended to all derivatives.
If the commercial and industrial (C&I) retail contracts that TXU Corp. enters into do not meet the requirements
of the revised guidance, then income from such contracts will be recognized on a settlement basis. See discussion
below under “Commodity Contracts and Mark-to-Market Activities.”

The majority of financial instruments entered into by TXU Corp. for the purpose of managing risk or optimizing
margins in meeting the energy demands of customers are derivatives and will continue to be subject to SFAS

No. 133.

Mark-to-markert accounting recognizes changes in the value of financial instruments as reflected by market
price fluctuations. In the energy market, the availability of quoted market prices is dependent on the type of
commodity (e.g., natural gas, electricity, etc.), time period specified and location of delivery. In computing the
mark-to-market valuations, each market segment is split into liquid and illiquid periods. The liquid period
varies by region and commodity. Generally, the liquid period is supported by broker quotes and frequent trading
activity. In illiquid periods, little or no market information may exist, and the fair value is estimated through
market modeling techniques.

For those periods where quoted market prices are not available, forward price curves are developed based on the
available information or through the use of industry accepted modeling techniques and practices based on
market fundamentals (e.g., supply/demand, replacement cost, etc.). As a matter of policy, however, TXU Corp.
generally does not recognize any income or loss from the illiquid periods.
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Revenue Recognition TXU Corp. generally records revenue for retail and wholesale .
accrual methed, with the exception of certain large C&lI retail contracts that are di
No. 133 and have therefore been marked-to-market. Retail electric and gas revenue
commodity is provided to customers on the basis of periodic cycle meter readings ¢
accrual for the value of the commodity consumed from the meter reading date to {
unbilled revenue is estimated at the end of the period based on estimated daily co
read date to the end of the period. Estimated daily consumption is derived using
adjusted for weather and other measurable factors affecting consumption. Electrici
tion (T&D) revenues are recognized when delivery services are provided to custor
cycle meter readings and include an estimated accrual for the delivery fee value of

meter reading date to the end of the period.

As a result of the opening of the Texas market to competition and related change!
within the Electric Reliability Council of Texas (ERCOT), adjustments are record‘r
from or payable to ERCOT related to system balancing and are recorded net in re
estimates of volumetric data and are subject to adjustment as data is reconciled an
determined. Net accounts receivable from ERCOT totaled approximately $40 mil
covering periods that date back to 2001. /

Revenues reflect unrealized gains and losses related to large C&l retail contracts,

recorded upon inception of these contracts, as discussed below under “Commodity (
Activities.” Results of wholesale portfolio management activities, which represeni
and losses from transacting in energy-related contracts, are also reported as a compo{
above under “Financial Instruments and Mark-to-Market Accounting,” recogniti¢
losses involves a number of assumptions and estimates that could have a significai

and earnings.

|
The historical financial statements for periods prior to 2002 included adjustmer}
over/under recovered fuel costs. To the extent fuel costs incurred exceeded regula
included in customer billings, TXU Corp. recorded revenues on the basis of its!
regulatory approval for rate surcharges on future customer billings to recover sucH
extent fuel costs incurred were less than amounts included in customer billings, rev}
deregulation of the Texas market on January 1, 2002, any changes to the fuel fact

rate amounts are applied prospectively. !

Accounting for Contingencies The financial results of TXU Corp. may be affected by
related to loss contingencies. Accruals for loss contingencies are recorded when o
is probable that an asset has been impaired or a liability has been incurred and th
reasonably estimated. Such determinations are subject to interpretations of currer
forecasts of future events and estimates of the financial impacts of such events.

A significanr contingency that TXU Corp. accounts for is the loss associated witl
receivable. The determination of such bad debt expense is based on factors such as
agings of current accounts receivable balances, changes in operating practices, re
economic conditions and customers’ behaviors. With the opening of the Texas el
many historical measures used to estimate bad debt experience may be less reliabl
including effects of provider of last resort (POLR) rules (as discussed below unde
billing delays due to new procedures within ERCOT and changes in systems and
due to competitor actions has added a level of complexity to the estimation proc
recorded bad debt expense of $171 million.
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

In connection with the opening of the Texas market to competition, the Texas Legislature established a retail

clawback provision intended to incent affiliated retail electric providers (REPs) of utilities to actively compete

for customers ourtside their historical service territories. As discussed in Note 15 to Financial Statements, a retail
| clawback liability arises if TXU Energy Company LLC (TXU Energy) retains more than 60% of TXU US Holdings
Company’s (US Holdings) former residential and small business customers after the first two years of competition.
The amount of the liability is based on the number of such customers as of January 1, 2004, less the number of
new customers from ourside the historical service territory multiplied by $90. In 2002, TXU Energy recorded a
retail clawback accrual of $185 million ($120 million after-tax) reported in cost of energy sold and delivery fees
in the statement of income. Over a two-year period beginning January 1, 2004, the liability would be paid to
Oncor Electric Delivery Company (Oncor), which in turn would pass the credit to REPs, including TXU Energy,
throdgh reduced electricity delivery rates. The accrual reflects assumptions and estimates regarding the number
of customers expected in and out of territory. The accrual is subject to further adjustment as the actual
measurement date approaches.

Additionally, as a result of the impairments of long-lived assets and goodwill recorded by the telecomimunications

joint venture (see discusszlon below under “Impairment of Long-Lived Assets” and “Goadwill and Intangible
Assers”), TXU Corp. evaluated its potential obligations related to the partnership arrangement. TXU Corp.

determined that it was probable, in light of the decline in value of the business, that an economic loss had
occurred, and accordingly recorded a charge of $150 million (without tax benefit) in 2002, reported in other
deductions in the statement of income.

Impairment of Long-Lived Assets TXU Corp. evaluates long-lived assets for impairment whenever indications of
impairment exist, in accordance with the requirement of SFAS No. 144, “Accounting for the Impairment or
Disposal of Long-Lived Assets.” One of those indications is a cutrent expectation that “more likely than not” a
long-lived asset will be sold or otherwise disposed of significantly before the end of its previously estimated
useful life. The determination of the existence of this and other indications of impairment involves judgments
that are subjective in nature and in some cases requires the use of estimates in forecasting future resules and
cash flows related to an asset or group of assets. Further, the unique nature of TXU Corp.’s property, plant and
equipment, which includes a fleet of generation assets using different fuels and individual plants that have
varying utilization rates, requires the use of significant judgments in determining the existence of impairment

indications and grouping assets for impairment resting.

In 2002, TXU Corb. recorded an impairment charge of $237 million ($154 million after-tax) for the writedown
of two generation plant construction projects as a result of current wholesale electricity marker conditions
and reduced planned developmental capital spending. Fair value was determined based on current appraisals of
property and equipment. The charge is reported in other deductions in the statement of income. As the
writedown is based on current estimates, the remaining carrying value of the projects of $113 million is subject
to further adjustment should estimates of recoverable value change.

Additionally, in 2002 TXU Corp.’s telecommunication joint venture recognized writedowns related to long-lived
assets, of which TXU Corp. recognized its shaie, $28 million ($18 million after-tax). The writedowns reflected
estimated net realizable values of assets in the competitive local exchange carrier and fiber-optic transport
operations held for sale. The charge is reported in other deductions in the statement of income. See discussion
below under “Investments in Unconsolidated Entities.”

Goodwill and Intangible Assets TXU Corp. evaluates goodwill for impairment at least annually in accordance with
SFAS No. 142, “Goodwill and Other Intangible Assets.” TXU Corp. has performed impairment tests for
reporting units reflected in results from continuing operations, and no goodwill impairment charges were recorded.
In 2002, TXU Corp.’s telecommunicarions joint venture recorded a goodwill impairment charge, of which
TXU Corp. recognized its share, $9 million ($6 million after-tax). The charge is reported in other deductions
in the statement of income. See discussion below under “Investments in Unconsolidated Entities.”
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TXU Corp. primarily uses discounted cash flow analyses to test for goodwill impairment. Such analyses require
a significant number of estimates and assumptions regarding future earnings, working capital requirements,
capital expenditures, discount rate, terminal year growth factor and other modeling factors.

Depreciation The depreciable lives of power generation plants are based on management’s estimates/determinations
of the plants’ economically useful lives. To the extent that the actual lives differ from these estimates there
would be an impact on the amount of depreciation charged to the financial statements.

Regulatory Assets and Liabilities The financial statements of TXU Corp.’s regulated businesses, primarily its US
electricity T&D (Oncor) and its US gas distribution operations (TXU Gas), reflect regulatory assets and
liabilities under cost-based rate regulation in accordance with SFAS No. 71, “Accounting for the Effect of
Certain Types of Regulation.” As a result of the 1999 Restructuring Legislation (see Note 15 to Financial
Statements for further description), the US electricity generation portion of TXU Corp.’s business no longer
meets the criteria to apply regulatory accounting principles. Accordingly, application of SFAS No. 71 to the
generation portion of TXU Corp.’s business was discontinued as of June 30, 1999. Oncor’s operations continue
to meet the criteria for recognition of regulatory assets and liabilities. The assumptions and judgments used by
regulatory aurhorities continue to have an impact on the recovery of costs, the rate earned on invested capital
and the timing and amount of assets to be recovered by rates. (See discussion in Note 18 to Financial Statements
under “Regulatory Assets and Liabilities.”)

In 2002, TXU Corp. recorded an extraordinary loss of $134 million (net of income tax benefit of $72 million)
principally to write down the regulatory asset related to securitization bonds to be issued in accordance with TXU
Corp.’s settlement plan with the Public Utility Commission of Texas (Commission) as described in Note 15 to
Financial Statements. The carrying value of the regulatory asset is intended to represent the amount of future
cash flows related to the bonds to be recovered from REPs through increased electricity delivery rates; the
determination of such amount is based on estimates. The writedown, which was taken as a result of the final
approval of the settlement plan, reflects the impact of lower interest rates. As actual interest rates on the bonds
may differ from current estimates, the regulatory asser carrying value, which was $1.7 billion at December 31,
2002, is subject to further adjustment.

Defined Benefit Pension Plans and Other Postretirement Benefit Plans TXU Corp. offers pension benefits through
various defined benefit pension plans and also offers certain health care and life insurance benefits to eligible
employees and their eligible dependents upon the retirement of such employees from TXU Corp. Reported
costs of providing non-contributory defined pension benefits and other postretirement benefits (see Note 12 to
Financial Statements for information regarding retirement plans and other postretirement benefits) are dependent
upon numerous factors, assumptions and estimates.

For example, these costs are impacted by actual employee demographics (including age, compensation levels
and employment periods), the level of contributions made to the plan and earnings on plan assets. TXU Corp.’s
pension plan assets are primarily made up of equity and fixed income investments. Changes made to the
provisions of the plan may also impact cutrent and future pension costs. Fluctuations in actual equity market

returns as well as changes in general interest rates may result in increased or decreased pension costs in future

periods. Pension costs may also be significantly affected by changes in key actuarial assumptions, including
anticipated rates of return on plan assets and the discount rates used in determining the projected benefit

obligation and pension costs.

In accordance with SFAS No. 87, “Employers’ Accounting for Pensions,” changes in pension obligations.
associated with these factors may not be immediately recognized as pension costs on the income statement, but
generally are recognized in future years over the remaining average service period of plan participants. As such,
significant portions of pension costs recorded in any period may not reflect the actual level of cash benefits
provided to plan participants. TXU Corp. recorded noncash expense of $8 million related to pensions in 2002
and noncash income of $11 million in 2001, in accordance with the provisions of SFAS No. 87.
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As of December 31, 2002, key assumptions of the US pension plans and other postretirement benefit plans
were revised, including decreasing the expected return on plan assets from 9% to 8.5% and decreasing the assumed
discount rate in 2002 from 7.5% to 6.75%. In selecting assumed discount rates, TXU Corp. considered fixed
income security yield rates for AA rated portfolios as reported by Moody’s. In selecting an assumed rate of return
on plan assets, TXU Corp. considered past performance and economic forecasts for the types of investments
held by the plan. The market value of TXU Corp.’s US plan assets has been affected by sharp declines in equity
markets since the first quarter of 2000. Plan asset values have declined $151 million and $49 million in 2002
and 2001, respectively. Reported pension costs for US plans are expected to increase in 2003 by approximately
$18 million as the result of these changed assumptions. The projected benefit obligation has increased by $165
million as a result of the change in the discount rate. Further, based on the current assumptions and available
information, in 2003 funding requirements related to the US plans are expected to increase approximately $7
million and pension expense is expected to increase, as a result of such changed assumptions and other factors,
a total of approximately $40 million over 2002 amounts. Pension cost and cash funding requirements could
increase in future years.

As a result of its plan asset return experience, at December 31, 2002, TXU Corp. was required to recognize an
additional minimum liability as prescribed by SFAS No. 87, “Employers’ Accounting for Pensions,” and SFAS
No. 132, “Employers’ Disclosures about Pensions and Postretirement Benefits.” The liability, which totaled
$128 million ($83 million after-tax), was recorded as a reduction to shareholders’ equity through a charge to
Other Comprehensive Income, and did not affect net income for 2002. The charge to Other Comprehensive
Income will be reversed in furure periods to the extent the fair value of trust assets exceeds the accumulated
benefit obligation.

RESULTS OF OPERATIONS

Overview

The results of operations and the related management’s discussion of those results for all periods presented have
been restated to reflect the discontinuance of TXU Corp.’s operations in Europe, the change in reporting segments
effective January 1, 2002, the change in format of the statements of consolidated income and the impact of
EITF Issue No. 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and
Contracts Involved in Energy Trading and Risk Management Activirties,” as discussed below. (See Note 2 ro
Financial Statements for description of new line items.)

Changes in Accounting Standards In June 2002, the EITF reached a consensus on certain aspects of EITF Issue
No. 02-3 regarding the presentation of trading activities in the statement of income. The new rules were
effective on July 1, 2002, and required that all trading contracts (as defined by EITF Issue No. 98-10), whether
or not physically settled, be recorded net upon settlement, rather than gross as a sale and cost of sale. TXU Corp.
has historically recorded financial contracts net, but has recorded those contracts that provide for physical delivery
gross upon settlement. Prior period amounts have been reclassified to conform to this new reporting requirement.
Transactions affected by the new reporting requirements represent contracts that provided for physical delivery
but were settled financially without delivery, as well as contracts physically settled but classified as trading
activities. The new reporting requirements had no impact on TXU Corp.’s gross margin, net income or cash
provided by operating activities.
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The table below summarizes the impact on TXU Corp.’s operating revenues and costs of energy sold and
delivery fees for prior years of the new reporting rules under EITF Issue No. 02-3 and the discontinuance of
TXU Europe operations.

YEAR ENDED
DECEMBER 31,

2001 2000
Operating revenues as previously reported $27,927 $22,009
Historical Europe discontinued operations (12,719) (7,044)
Cost of energy sold and delivery fees netted with revenues (5,159) (5,318)
Operating reveriues after reclassification $10,049 $ 9,647
Cost of energy sold and delivery fees as previously reported $19,793 $14,451
Historical Europe discontinued operations (10,402) (4,927)
Cost of energy sold and delivery fees netted with revenues (5,159) (5,318)
Cost of energy sold and delivery fees after reclassification $ 4232 $ 4,206

On October 25, 2002, the EITF rescinded EITF Issue No. 98-10, which required mark-to-market accounting
for all trading activities. Pursuant to this rescission, only financial instruments that are derivatives under SFAS
No. 133 will be subject to mark-to-market accounting. Financial instruments that may not be derivatives under
SFAS No. 133, but were marked-to-market under EITF Issue No. 98-10, consist primarily of gas transportaﬁon
and storage zgreements, p\owiér tolling, full requirements and capacity contracts. This new accounting rule was
effective for new contracts entered into after October 25, 2002. Non-derivative contracts entered into prior to
Qctober 26, 2002, continued to be accounted for at fair value through December 31, 2002; however, effective
January 1, 2003, such contracts were required to be accounted for on a settlement basis. Accordingly, a charge
of approximately $100 million ($65 million after-tax) is expected to be reported as a cumulative effect of an
accounting change in the first quarter of 2003. The expected cumulative effect adjustment represents net gains
previously recognizéd for these contracts under mark-to-market accounting.

See Note 2 to Financial Statements for discussion of other changes in accounting standards.

2002 compared to 2001
Reference is made to comparisons of results by business segment presented below.

TXU Corp.’s operating revenues were essentially even at $10.0 billion in both years. Revenues in the North
America Energy Delivery segment fell by $569 million, or 16%, reflecting declines in both the electricity and
gas delivery businesses of $320 million and $249 million, respectively. The electricity delivery decline was due
primarily to allocations of business activity in unbundling the former electric utility business (as required by the
opening of the Texas market to competition). Certain revenues allocated to electric delivery operations in 2001
are reflected in the North America Energy segment’s revenues in 2002, reflecting changes in responsibility for
activities associated with the revenues. The decline in gas delivery revenue reflected lower gas prices. Revenues
in the North America Energy segment increased by $280 million, or 4%, due primarily to significantly higher
wholesale sales volumes and the effects of unbundling allocations, partially offset by the effect of a 9% decline
in retai} electric sales volumes, reflecting the opening of the Texas market to competition. Operating revenues
rose $160 million in the Australia segment reflecting increased retail C&I sales volumes, higher pricing and the
effect of changes in foreign currency translation rates.
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Gross Margin

YEAR ENDED DECEMBER 31,

2002 % of Revenue 2001 % of Revenue

Operating revenues $10,034 100% $10,049 100%
Cost and expenses:

Cost of energy sold and delivery fees 4,198 42% 4,232 42%

Operating costs 1,660 16% 1,532 15%

Depreciation and amortization related to operating assets 780 8% 149 8%

Gross margin $ 3,396 34% $ 3,536 35%

Gross margin decreased $140 million, or 4%, to $3.4 billion in 2002. This decline was driven by the effect of lower
US retail electric volumes, a $185 million ($120 million after-tax) accrual for regularory-relared rerail clawback
(see discussion above under “Accounting for Contingencies”) and higher operating costs, partially offset by the
effect of lower average electricity costs and increased wholesale electric sales in the US. Mark-ro-market
accounting for commodity contracts reduced revenues and gross margin by $67 million in 2002 (as compared to
accounting on a settlement basis), and increased results by $319 million in 2001. (See discussion below under
“Commodity Contracts and Mark-to-Market Activities.”)

Selling, general and administrative (SG&A) expense increased $260 million, or 26%, to $1.3 billion in 2002.
The increase was driven by higher staffing and other administrative expenses associated with expanded retail
sales and wholesale portfolio management operations, as well as higher bad debt expense, all due largely to the
opening of the Texas electricity market to competition. With the completion of the transition to competition
in Texas, the industry-wide decline in portfolio management activities, the exit of the business in Europe and
the expected deferral of deregulation of energy markets in other states, TXU Corp. iniriated several cost savings
actions in 2002 that are expected to continue in 2003. Such actions resulted in $31 million ($21 million after-
tax) in severance charges in 2002, which contributed to the increase in SG&A expense. In addition, new POLR
rules established by the Commission are expected to result in reduced bad debt expense. (See discussion in
Note 15 to Financial Statements under “Provider of Last Resort.”) With the anticipated lower staffing and relared
administrative expenses and reduced bad debts expense, SG&A expenses are expected to decline in 2003.

Franchise and revenue-based taxes decreased $51 million, or 10%, to $479 million in 2002. This decline was
due to the effect of lower US retail revenues on which stare and local gross receipts taxes are assessed.

Other income increased $5 million to $56 million in 2002. The 2002 period includes $35 million of gains

on disposition of property. The 2001 period includes $18 million from a settlement of a gas purchase contract,
$9 million of gains on disposition of property and $4 million of earnings from investments in unconsolidated
subsidiaries.

Other deductions increased $329 million to $514 million in 2002. The 2002 period includes a $237 million
{$154 million after-tax) writedown of an investment in generarion plant construction projects (see discussion
above under “Impairment of Long-Lived Assets”) and $187 million ($174 million after-tax) in charges related to
the Pinnacle One Partners, L.P. (Pinnacle) telecommunications joint venture. These charges include $37 million
for TXU Corp.’s share of the joint venture’s impairments of long-lived assets and goodwill. TXU Corp. also
recorded a $150 million charge related to its investment in Pinnacle {see discussion above under “Accounting
for Contingencies”). Other deductions in 2002 also included $67 million in ongoing equity losses from the joint
venture. The 2001 period includes a recoverable charge of $73 million related to the regulatory restructuring of
the Texas electricity market, a $22 million nonrecoverable regulatory asset write-off pursuant to a regulatory
order and losses on sales of properties of $12 million. The 2001 period also includes $53 million in equity losses

PAGE 33



TXU ANNUAL REPORT 2002

MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

from the Pinnacle joint venture. In accordance with the Pinnacle agreement and in consideration of cumulative
losses of the joint venture since its formation, in 2002 TXU Corp. began to absorb 100%, rather than its 50%
share, of losses of the venture, which accounts for the $14 million increase in ongoing equity losses in 2002.

Interest income declined $52 million, or 62%, to $32 million in 2002, due largely to the recovery of under-
collected fuel revenue on which interest income had been accrued under regulation in Texas in 2001.

Interest expense and other charges decreased $81 million, or 8%, to $884 million in 2002, reflecting a $100
million decrease due to lower interest rates, an $11 million increase due to higher debt levels and an $8 million
increase due to lower capitalized interest.

Goodwill amortization of $43 million in 2001 ceased in 2002, reflecting the discontinuance of goodwill amorti-
zation pursuant to the adoption of SFAS No. 142.

The effective income tax rate on income from continuing operations before extraordinary loss was 34.9% in 2002
compared to 29.9% in 2001. The increase reflected the absence of tax benefit on a portion of the charge related
to the Pinnacle joint venture, partially offset by the effect of comparable (to 2001) tax benefit amounts of

depletion allowances and amortization of investment tax credits on a lower income base in 2002. (See Note 11

to Financial Statements for an analysis of the effective tax rate.)

Income from continuing operations before extraordinary loss decreased $464 million, or 73%, to $175 million in
2002. This performance reflected a decline of $391 million in the North America Energy segment, reflecting the
writedown of generation projects of $154 million after-tax, the accrual of regulatory-related retail clawback of
$120 million after-tax and the severance charges of $21 million after-tax. Corporate and other activities declined
by $155 millien, reflecting charges of $174 million after-tax related to the decline in value of the telecommuni-
cations joint venture. These declines were partially offset by growth of $55 million in the Australia segment and
$27 million in the North America Energy Delivery segment. These performances are discussed below. Net
pension and postretitement benefit costs reduced net income by $60 million in 2002 and $37 million in 2001.

Earnings per share available to common shareholders from continuing operations before extraordinary loss
decreased $1.83, or 77%, to $0.55 per share in 2002. Of this decline, $0.04 per share is due to a 7% increase in
average shares outstanding. As discussed above, net income performance in 2002 benefited from the absence
of goodwill amortization ($43 million, or $0.16 per share, in 2001).

Discontinued operations reflected the exit and the write-off of the investment in the Europe operations.

(See Note 3 to Financial Statements for more information concerning the write-off.) The $4.2 billion expense

($15.15 per share) includes the write-off of the investment of $3.9 billion, without rax benefit, as well as certain
related tax charges and exit costs. Also included is a charge of $15 million (net of income tax benefic of $8 million)
to write down the investment in TXU Corp.’s Mexico operations discontinued in the third quarter of 2002.

Extraordinary loss in 2002 includes a $134 million (net of income tax benefit of $72 million) regulatory-related
charge, principally to write down regulatory assets related to securitization bonds to be issued in the future in
accordance with the regulatory settlement plan (see discussion in Note 4 to Financial Statements under “Loss
on Settlement”), and a $41 million (net of income tax benefit of $22 million) loss on the early extinguishment
of debt. The regulatory asset writedown reflects the difference between the carrying value of the assets and the
cash flows associated with the securitization bonds expected to be recovered through electricity delivery rates.
This difference reflects the decline in anticipated interest rates on the bonds. The extraordinary loss in 2001 of
$154 million (net of income tax benefit of $115 million) consisted of $97 million (net of $52 million income
tax benefit) of charges related to the early extinguishment of debt under the debt restructuring and refinancing
plan pursuant. to the requirements of the 1999 Restructuring Legislation and $57 million (net of $63 million
income tax benefit) of net charges related to the settlement with the Commission to resolve all major open
issues related to the transition to deregulation. (See Notes 4 and 15 to Financial Statements for further
information concerning the settlement of deregulation issues.)
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2001 compared to 2000
Reference is made to comparisons of results by business segment presented below.

TXU Corp.’s operating revenues increased $402 million, or 4%, to $10 billion in 2001. The increase in revenue
was primarily driven by higher recoverable costs in retail electric operations and higher prices and volumes in
the retail gas distribution business due to colder weather. Operating revenue growth was partially offset by the

contribution of the US telecommunications business to the Pinnacle joint venture in August 2000. The telecom-
munications business posted 2000 revenues of $92 million before the transaction.

Gross Margin

YEARS ENDED DECEMBER 31,

2001 % of Revenue 2000 % of Revenue

Operating revenues $10,049 100% $9,647 100%
Costs and expenses:

Cost of energy sold and delivery fees 4,232 42% 4,206 43%

Operating costs 1,532 15% 1,522 16%

Depreciation and amortization related to operating assets 749 8% 753 8%

Gross margin $ 3,536 35% $3,166 33%

Gross margin increased $370 million, or 12%, to $3.5 billion in 2001. The growth was driven by an increase in
wholesale portfolio management activity, in anticipation of the opening of the Texas market to competition, and
higher revenues in retail electric operations. The impact of the Pinnacle joint venture transaction in 2000 offset
gross margin growth by $92 million. Mark-to-market accounting for commodity contracts increased revenues

and gross margin by $319 million (as compared to accounting on a settlement basis).

SG&A expense rose $148 million, or 17%, to $1.0 billion in 2001. The increase was due largely to higher costs
to support expanded retail sales and portfolio management operations, largely in anticipation of the introduction
of competition in the Texas electricity market, as well as higher bad debts expense driven by the effect on electric
and gas revenues of higher weather-related gas costs in late 2000 and early 2001. The impact of the Pinnacle
joint venture transaction in 2000 offset SG&A expense growth by $67 million.

Franchise and revenue-related taxes increased $128 million, or 32%, to $530 million in 2001. This increase was
driven by higher gross receipts taxes due to higher revenues on which such taxes are based. As discussed above,
higher weather-related gas costs drove higher electric and gas revenues.

Other income decreased $106 million to $51 million in 2001. The 2001 period includes $18 million from a
favorable settlement of legal proceedings related to a gas purchase contract, $9 million of gains on dispositions
and $4 million of equity in earnings from unconsolidated subsidiaries. The 2000 period includes a $53 million
gain from the sale of the assets of the natural gas processing business, 2 $28 million gain on sale of land and a
$21 million gain on sale of a minority interest in a telecommunications company.

Other deductions increased $102 million to $185 million in 2001. The 2001 period includes a $73 million
recoverable charge related to regulatory restructuring of the Texas electricity market, $53 million in losses from
the Pinnacle joint venture, a $22 million non-recoverable regulatory asset write-off and $12 million in losses
on sales of properties. The 2000 period includes a $52 million regulatory-related recoverable charge. Equity losses
in the Pinnacle joint venture increased to $53 million from $18 million, reflecting a full vear of results in 2001
compared to a partial year in 2000.

Interest income increased $38 million, or 83%, to $84 million in 2001. The higher interest income related
primarily to interest on under-recovered fuel costs under regulation.

Interest expense and other charges decreased $58 million, or 6%, to $965 million in 2001. The decline was due
primarily to lower rates and a $12 million increase in capitalized interest.
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Amortization of goodwill decreased $7 million to $43 million in 2001, reflecting the Pinnacle transaction. Such
amortization ceased January 1, 2002, pursuant to a new accounting standard. See Note 2 to Financial Statements.

The effective tax rate on income from continuing operations before extraordinary loss was 29.9% in 2001
compared to 29.4% in 2000, reflecting higher state income taxes.

Income from continuing operations before extraordinary loss decreased $27 million, or 4%, to $639 million in
2001. Amounts per share of common stock were $2.38 for 2001 compared with $2.48 for 2000. The lower
earnings reflected declines in the North America Energy Delivery segment of $63 million, the Corporate and
other segment of $42 million, due largely to increased equity losses in the Pinnacle joint venture, and the
Australia segment of $4 million, partially offset by profit growth in the North America Energy segment of $82
million. The analysis of each business segment’s performance is presented below.

The extraordinary loss in 2001 of $154 million (net of $115 million income tax benefit) consisted of $97
million (net of $52 million income tax benefit) of charges related to the reacquisition of debr under the debt
restructuring and refinancing plan pursuant to the requirements of the 1999 Restructuring Legislation and $57
million (net of $63 million income tax benefit) of net charges related to the settlement with the Commission
to resolve all major open issues related to the transition to deregulation. (See discussion in Note 4 to Financial
Statements under “Loss on Settlement.”)

Discontinued operations decreased $58 million, or 23%, to $192 million in 2001. The decrease reflects the
decline in net income from the Europe operations. {(See Note 3 to Financial Statements for more information

concerning the exit of the Europe business.)

Net income available for common stock in 2001 decreased $249 million, or 28%, to $655 million. Earnings per
share were $2.52 in 2001 compared with $3.43 in 2000. A 2% decline in average shares outstanding had a
favorable impact of $0.06 on the comparison of earnings per share. The decline in net income was driven by

the extraordinary loss and discontinued operations as discussed above.

Commodity Contracts and Mark-to-Market Activities

The table below summarizes the changes in commodity contract assets and liabilities for the years ended
December 31, 2002 and 2001, for continuing operations. The net change in these assets and liabilities, excluding
“other activity” as described below, represents the net unrealized gains/(losses) recognized under mark-to-market
accounting. Mark-to-market accounting reduced pre-tax earnings by $67 million in 2002 (as compared to
accounting on a settlement basis), and increased pre-tax earnings by $319 million in 2001. There were no
material changes in valuation methodologies in 2002 or 2001.

2002 2001
Balance of net commodity contract assets at beginning of year $511 $170
Settlements of positions included in the opening balance (238) (53)
Unrealized mark-to-market valuations of positions held at end of period® 171 372
Other activity ©! 22 22
Balance of net commodity contract assets at end of year $466 $511

(a) Represents unrealized mark-to-market valuations of these positions recognized in eamings as of the beginning of the year.

(b) Includes unrealized gains recognized upon origination of retail electric contracts in accordance with SFAS No. 133, as discussed below, and $14 million in origination gains
related to nonderivative wholesale contracts entered into prior 1o July 1, 2002.

(c) Includes initial values of positions assumed in acquisitions or involving the receipt or payment of cash, such as option premiums, and amortizarion of such
pasitions originating in prior periods. Also includes $7 1 million of unsettled liabilities to Enron Corporation reclassified to other current liabilities in 2002, and the impact of
currency translation adjustments. These activities have no effect on unrealized mark-to-market valuations.
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Origination Gains With the implementation of the 1999 Restructuring Legislation in Texas, retail electric contracts
are no longer subject to rate regulation and are negotiated between the various REPs and the customer. This has
resulted in an especially competitive environment for power contracts with large C&I customers. The contracts
are derivatives as defined in SFAS No. 133 and, therefore, have been marked-to-marker upon execution.
Origination gains of $40 million and $88 million were recorded in 2002 and 2001, respectively. The decline
reflected fewer contracts executed in 2002. The average term of a C&l contract is approximarely 18 months.

The C&I contracts are typically standard contracts that provide for the delivery of power at fixed prices up to
the expected load. Within the ERCOT system, a competitive, liquid wholesale market exists. Given TXU Corp.'s
inherent asset position of baseload generation coupled with the ability to transact competitively in the wholesale
marker, a “dealer profit” is recognized. TXU Corp. is able to validate the forward price curve of the commodity
given the short-term nature of the retail contracts and the existence of a wholesale market in ERCOT. (See
discussion in Note 2 to Financial Statements under “Financial Instruments and Mark-to-Market Accounting.”)

Maturity Table Of the net commodity contract asset balance above at December 31, 2002, the amount representing
unrealized mark-to-market net gains that have been recognized in current and prior years’ earnings is $374

million. The remaining $92 million of the December 31, 2002, balance is comprised principally of amounts
representing current and prior years’ net payments of cash or other consideration, including option premiums,
associated with contract positions, net of any amortization. The following table presents the unrealized mark-
to-market balance at December 31, 2002, scheduled by contractual settlement dates of the underlying positions.

MATURITY DATES OF UNREALIZED NET
MARK-TO-MARKET BALANCES AT DECEMBER 31, 2002

Maturity Maturity in

less than Maturity of Maturity of Excess of
Source of fair value 1 year 1-3 years 4.5 years 5 years Toral
Prices actively quoted $ (4) $ — $— $— $ (4)
Prices provided by other external sources 126 105 25 6 262
Prices based on models 61 26 5 24 116
Total 183 131 30 30 374
Less: estimated cumulative effect of an accounting

change — (EITF 98-10 rescission) 56 25 9 10 100

Adjusted rotal $127 $106 $21 $20 $274
% — before EITF 98-10 rescission 49% 35% 8% 8% 100%
% — afrer EITF 98-10 rescission 46% 39% 8% 7% 100%

As the above table indicates, approximately 85% of the remaining unrealized mark-to-market valuations at
December 31, 2002, as adjusted for the estimated cumulative effect of an accounting change to be recorded in
the first quarter of 2003 for EITF Issue No. 98-10, mature within three years. This is reflective of the terms of
the positions and the methodologies employed in valuing positions for periods where there is less market liquidity
and visibility. The “prices actively quoted” category reflects only exchange traded contracts with active quotes
available through 2005 in the US. The “prices provided by other external sources” category represents forward
commodity positions at locations for which over-the-counter (OTC) broker quotes are available. OTC quotes
for power and natural gas generally extend through 2005 and 2012, respectively, in the US. This category also
includes values of large C&l retail sales contracts. The “prices based on models” category contains the value of
all non-exchange traded options, valued using industry accepted option pricing models. In addition, this category
contains other contractual arrangements which may have both forward and option components. In many
instances, these contracts can be broken down into their component parts and modeled by TXU Corp. as simple
forwards and options based on prices actively quoted. As the modeled value is ultimately the result of a

combination of prices from two or more different instruments, it has been included in this category.
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Portfolio Management The use of commodity contracts to manage risks, generally referred to as trading activities,
is one of several responsibilities of the “portfolio management” operations of TXU Corp. Portfolio management
refers to risk management and value creation activities undertaken to balance the demand for energy by

customers with the supply of energy in an economically efficient and effective manner. These activities include:

° Managing rhe utilization of generation assets through “make or buy” decisions.

° Forecasting volume demands and scheduling supply resources.

° Entering irito short- and long-term contracts to balance energy supply and demand.

e Arranging physical sales of energy to wholesale customers.

> Buying and selling energy-related contracts to minimize the cost of fuel used to generate electricity and to
maximize the margin earned on wholesale and retail sales of energy. These activities are sometimes broadly
characterized as “trading.” However, speculative trading, whereby energy-related financial instruments are

bought and sold outside of the supply/demand balancing process with the objective of generating profits on
anticipated price changes, represents a small fraction of TXU Corp.’s portfolio management activities.

In this Management’s Discussion and Analysis of Financial Condition and Results of Operations, analyses of
revenue and gross margin performance may refer to results of wholesale portfolio management activities. Such
results represent net realized and unrealized gains and losses from transacting in energy-related contracts as
described in the last point above, which are reported as a component of revenues.

North America Energy
Financial Results

YEAR ENDED DECEMBER 31,

2002 2001 * 2000*

Operating revenues $7,738 $7,458 $7,449
Costs and expensas:

Cost of energy sold and delivery fees 4,803 4,802 5,101
Operating costs 747 708 673
Depreciation and amortization, other than goodwill 438 396 390
Selling, general and administrative expenses 842 390 284
Franchise and revenue-based taxes 139 15 16
Other income (33) 3) (32)
Other deductions 254 50 6
Interest income (29) (2] (52)
Interest expense and other charges 257 247 280
Goodwill amortization — 14 14
Total costs and expenses 7,418 6,548 6,680
Income before income taxes and extraordinary loss 320 910 769
Income tax expense 78 277 218
Income before extraordinary loss $ 242 $ 633 $ 551

The North America Energy segment includes the electricity generation, wholesale and vetail energy sales, and portfolio management operations of TXU Energy Company LLC,
operating principally in the competitive Texas market.

*  Prior period data is included above for the purpose of providing historical financial information about the North America Energy segment after giving effect to the restructuring
transactions and vnbundling allocations described in the Notes to Financial Statements. Allocations reflected in prior period data did not necessarily result in amounts
reported in individual line items that are comparable to actual results in 2002. Had the North America Energy segment existed as a separate segment, its results of operations
and financial position could have differed materially from those reflected above. Additionally, future results of the North America Energy segment’s operations and financial
position could differ materially from the historical information presented.
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North America Energy
Operating Data

YEAR ENDED DECEMBER 31,

2002 2001 * 2000*
OPERATING STATISTICS:
Retail electric sales volumes (Gigawatt hours — GWh) 90,581 99,151 " 100,493
Wholesale electric sales volumes (GWh) 29,578 6,409 6,154
Retail customers (end of period and in thousands):
Electric (based on number of meters) 2,737 2,728 2,672
Gas 2 3 4
Total customers 2,739 2,731 2,676
OPERATING REVENUES (MILLIONS OF DOLLARS):
Retail electric:
Residential $3,108 $3,255 $3,263
Commercial and industrial 3,415 3,837 4,025
Total 6,523 7,092 7,288
Wholesale electric 845 96 168
Wholesale portfolio management activities 211 258 44
Other revenues 159 46 254
Mitigation — (34) (305)
Total operating revenues $7,738 $7,458 $7,449
Weather (average for service territory) **
Percent of normal:
Cooling degree days 99.9% 100.5% 1191%
Heating degree days 101.6% 97.5% 94.6%

*  See footnote on previous page.

** Weather data is obtained from Meteorlogix, a private company that collects weather data from reporting stations of the National Oceanic and Ammospheric Administration
(a federal agency under the US Department of Commerce).

The financial information for 2001 and 2000 for the North America Energy segment includes information
derived from the historical financial statements of US Holdings. Reasonable allocation methodologies were
used to unbundle the financial statements of US Holdings between its generation and T&D operarions.
Allocation of revenues reflected consideration of return on invested capital, which continues ta be regulated
for the T&D operations. US Holdings maintained expense accounts for each of its component operations.
Costs of energy and expenses related to operations and maintenance and depreciation and amortizarion, as well
as assets, such as property, plant and equipment, materials and supplies and fuel, were specifically identified by
component operation and disaggregated. Various allocation methodologies were used to disaggregate common
expenses, assets and liabilities berween US Holdings’ generation and T&D operations. Interest and other
financing costs were determined based upon debt allocated. Allocations reflected in the financial information
for 2001 and 2000 did not necessarily result in amounts reported in individual line items that are comparable
to actual results in 2002. Had the unbundled operations of US Holdings actually existed as separate entities in
a deregulated environment, their results of operations could have differed materially from those included in the

historical financial statements included herein.
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Effective January 1, 2002, TXU Energy incurs electricity delivery fees charged by Oncor and other T&D utilities.
Rates charged by TXU Energy to its customers are intended to recover the costs of delivery. Electricity delivery
fees have been included in the North America Energy segment’s revenues and cost of energy for 2001 and 2000.
The North America Energy segment’s gross margin for 2001 and 2000 is not affected by the inclusion of these

electricity delivery fees.

2002 compared to 2001

The North America Energy segment’s operating revenues increased $280 million, or 4%, to $7.7 billion in 2002.
Wholesale elzctric revenues increased $749 million to $845 million, reflecting the substantial increase in
wholesale sales volumes due to the opening of the Texas market to competition. Retail electric revenues declined
$56§ million, or 8%, to $6.5 billion, reflecting a $613 million reduction due to lower volumes partially offset by
a $44 million increase due to higher average pricing. The price variance reflects a shift in customer mix, partially
offset by the effect of lower rates. A 9% decline in overall retail electric sales volumes was primarily due to the
effects of increased competitive activity in the small business and large C&I markets. Year-end residential electric
customer counts, reflecting losses in the historical service territory and gains in new territories due to competition,
were about even with the prior year. The increase in revenues also reflects certain revenues and related rerail
and generaticn expenses that were the responsibility of the North America Energy Delivery segment in 2001,
but are included in North America Energy revenues in 2002.

Gross Margin

YEAR ENDED DECEMBER 37T,

2002 % of Revenue 2001 % of Revenue

Operating revenues $7,738 100% $7,458 100%
Costs and expenses:

Cost of energy sold and delivery fees 4,803 62% 4,802 64%

Operating costs 747 10% 708 10%

Depreciation and amorrization related to generation assets 396 5% 391 5%

Gross margin $1,792 23% $1,557 21%

Gross margin increased $235 million, or 15%, to $1.8 billion in 2002. The increase was driven by lower average
costs of electricity and delivery fees and significant growth in wholesale electric sales in the newly deregulated
ERCOT market, partially offset by the effect of lower retail electric volumes. Gross margin in 2002 was negatively
affected by the accrual of $185 million for retail clawback (see discussion above under “Accounting for
Contingencies”), which is reported in cost of energy sold and delivery fees. Results of wholesale portfolio
management activiries were down $47 million from the prior year primarily due ro hedge ineffectiveness.
Mark-to-market accounting for wholesale and retail commodity contracts reduced revenues and gross margin
by $72 million in 2002 (as compared to accounting on a settlement basis), and increased results in 2001 by
$314 million. Operating costs rose $39 million, or 6%, to $747 million primarily due to the costs of refueling
two units, compared to one in 2001, at the nuclear-powered generation plant.
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The following table analyzes the North America Energy segment’s gross margin between its realized and
unrealized components:

YEAR ENDED
DECEMBER 31,

2002 2001
Gross margin $1,792 $1,557
Noncash items:
Unrealized mark-to-marker (gain) loss 72 (314)
Retail clawback accrual 185 —
Depreciation and amortization related to generation assets 396 391
Cash flow hedge ineffectiveness 41 4
Other noncash items included in cost of energy sold (31) 86
Mitigation — 34
Qver-recovered fuel costs _— 568
Gross margin on a cash basis $2,455 $2,31§

An increase in depreciation and amortization, other than goodwill (including amounts shown in the gross
margin table above), of $42 million, or 11%, to $438 million was primarily due to investments in computer systems
required to operate in the newly deregulated market and expansion of office facilities.

An increase in SG&A expenses of $452 million, or 116%, to $842 million reflected the effect of retail customer
support costs and bad debe expense of approximately $150 million that were rhe responsibility of the North
America Energy Delivery segment in 2001. The increase in SG&A expenses also reflected $199 million in higher
staffing and other administrative costs, related to expanded retail sales operations and portfolio management
activities, and higher bad debt expense of $90 million, all due largely to the opening of the Texas electricity
market to competition. With the completion of the transition to competition in Texas, the industry-wide decline
in portfolio management activities, and the expected deferral of deregulation of energy markets in other states,
TXU Energy initiated several cost savings initiatives in 2002 that are expected to continue in 2003. Such actions
resulted in $31 million in severance charges in 2002, which contributed to the increase in SG&A expense. In
addition, new POLR rules established by the Commission (see discussion in Note 15 to Financial Statements
under “Provider of Last Resort”) are expected to result in reduced bad debt expense. With the anticipated
lower staffing and related administrative expenses and improvement in bad debt experience, SG&A expenses
are expected to decline in 2003.

Franchise and revenue-based taxes rose $124 million to $139 million due to stare gross receipts taxes that were
the responsibility of the North America Energy Delivery segment in 2001. Effective in 2002, state gross receipts
taxes related to electricity revenues are an expense of the North America Energy segment, while local gross
receipts taxes are an expense of the North America Energy Delivery segment.

Other income increased by $30 million to $33 million, reflecting amortization of $30 million of a gain on the
sale in 2002 of two generation plants.

Other deductions increased by $204 million to $254 million, reflecting a $237 million writedown in 2002 of an
investment in two generation plant construction projects (see discussion above under “Impairment of Long-Lived
Assets”). Amounts in 2001 included a $22 million regulatory asset write-off pursuant to a regulatory order and
$18 million in various asset writedowns.

Interest income declined by $42 million, or 59%, to $29 million primarily due to the recovery of under-
collected fuel revenue on which interest income had been accrued under regulation in 2001.
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Interest expense and other charges increased $10 million, or 4%, to $257 million. Of the change, $106 million
was due to higher rates and an $8 million decrease in capitalized interest, partially offset by $104 million due to
lower average debt levels.

The effective tax rate decreased to 24.4% in 2002 from 30.4% in 2001. The decrease was driven by the effect
of comparable (to 2001) tax benefit amounts of depletion allowances and amortization of investment tax credits

on a lower income base in 2002. (See Note 11 to Financial Statements for analysis of the effective tax rate.)

Income before extraordinary loss decreased $391 million, or 62%, to $242 million in 2002. The decline was
driven by an increase in SG&A expenses, the impairment charge reported in other deductions and higher
franchise and revenue-based taxes, partially offset by the improved gross margin (net of the effect of the retail
clawback accrual). Net pension and postretirement benefit costs reduced net income by $21 million in 2002
and $13 million in 2001.

2001 compared to 2000

The North America Energy segment’s operating revenues of $7.5 billion for 2001 were essentially even with
the prior year. This performance reflected lower retail electricity revenues of approximately $200 million, or
3%, largely offszt by increased wholesale portfolio management activities, due in large part to the anricipated
opening of the Texas market to competition, as well as increased wholesale activity in markets outside of Texas.
Lower retail electricity revenues reflected both volume declines and lower fuel revenues, due to lower fuel
(primarily natural gas) costs in generation operations, partially offset by a lower adjustment for earnings in
excess of the regulatory earnings cap {mitigation). Retail electricity volumes declined 1% due to milder, more
normal weather, partially offset by the effect of 2% growth in number of customers.

Gross Margin
YEAR ENDED DECEMBER 31,

2001 % of Revenue 2000 % of Revenue

Operating revenues $7,458 100% $7,449 100%
Costs and expenses:

Cost of energy sold and delivery fees 4,802 64% 5,101 69%

Operating costs 708 10% 673 9%

Depreciation and amortization relared to generation assets 391 5% 390 5%

Gross margin $1,557 21% $1,285 17%

Gross margin increased $272 million, or 21%, to $1.6 billion in 2001. The improved results reflected growth in
wholesale portfolio management activities, arising primarily in anticipation of the opening of the Texas market
to competition, partially offset by an increase in operating costs. Mark-to-market accounting for commodity
contracts increased revenues and gross margin by $314 million in 2001 (as compared to accounting on a settle-
ment basis). This amount reflects $88 million in origination gains recorded upon execution of retail contacts
with large C&I customers. Such contracts are derivatives and are marked-to-market in accordance with SFAS
No. 133. Operating costs increased $35 million, or 5%, to $708 million in 2001 primarily reflecting higher

generation plant maintenance costs.

The increase in depreciation and amortization, other than goodwill (including amounts shown in the gross
margin table above), of $6 million, or 2%, to $396 million was primarily due to investments in computer systems

and expansion of office facilities.

The increase in SG&A expense of $106 million, or 37%, to $390 million reflected higher spending for staffing
and computer systems to support expanded retail sales and portfolio management operations, largely in anticipation
of deregulation of the Texas electricity market, as well as increased bad debt expense. The increase in bad debts
was primarily due to the rise in fuel costs and related revenue in late 2000 and early 2001.
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Other income decreased by $29 million to $3 million, reflecting a $28 million gain on the sale of land in 2000.

Other deductions increased $44 million to $50 million, reflecting a $22 million write-off of regulatory assets
pursuant to a regulatory order and $18 million in various asser writedowns, both in 2001.

Interest income increased $19 million, or 37%, to $71 million primarily due to interest income on under-recovered
fuel costs under regulation.

Interest expense and other charges declined $33 million, or 12%, to $247 million due primarily to lower interest
rates and a $9 million increase in capiralized interest.

The effective tax rate increased to 30.4% in 2001 from 28.3% in 2000, primarily due to higher state income taxes.

Income before extraordinary loss increased $82 million, or 15%, to $633 million in 2002. The increase was
driven by the higher gross margin, partially offset by higher SG&A expenses.

North America Energy Delivery
Financial Results

YEAR ENDED DECEMBER 31,

2002 2001 * 2000*

Operating revenues $2,973 $3,542 $3,187
Costs and expenses:

Cost of gas sold 510 764 604
Operating costs 848 757 740
Depreciation and amortization, other than goodwill 332 303 293
Selling, general and administrative expenses 320 494 410
Franchise and revenue-based taxes 322 495 367
Other income (21) (35) . (69)
Other deductions 4 76 53
Interest income (48) (19) (12)
Interest expense and other charges 331 347 344
Goodwill amortization — 10 9
Total costs and expenses 2,598 3,192 2,739
Income before income taxes and extraordinary loss 375 350 448
Income tax expense 123 125 160
Income before extraordinary loss $ 252 $§ 225 $ 288

The North America Energy Delivery segment includes the electricity T&D business of Oncor and the natural gas pipeline and distribution business of TXU Gas Company
(TXU Gas), both of which are subject to regulation by Texas authorities.

Prior period data is included above for the purpose of providing historical financial information about the North America Energy Delivery segment after giving effect to
the restructuring transactions and allocations described in the Notes to Financial Statements. Allocations reflected in prior period data did not necessarily
result in amounts reported in individual line items that are comparable to actual results in 2002. Had the North America Energy Delivery segment existed
as a separate segment, its results of operations and financial position could have differed materially from those reflected above. Addivonally, future results of the North
America Energy Delivery segment’s operations and financial position could differ materially from the historical information presented.
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North America Energy Delivery

Operating Data
YEAR ENDED DECEMBER 31,
2002 2001 * 2000*
OPERATING STATISTICS:
Delivered electricity volumes (GWh) 104,785 99,139 100,545
Retail gas distribution volumes (Billion cubic feet — Bef):
Residential 86 84 83
Commercial 53 53 51
Industrial and electric generation 5 7 4
Total gas sales 144 144 138
Pipeline transportation volumes {Bcf) 437 386 462
RETAIL GAS DISTRIBUTION CUSTOMERS
AND ELECTRIC POINTS OF DELIVERY
(END OF PERIOD AND IN THOUSANDS):
Retail gas distribution customers 1,470 1,447 1,438
Electric points of delivery 2,909 2,844 2,796
OPERATING REVENUES (MILLIONS OF DOLLARS):
Electricity delivery:
North America Energy $1,586
Non-affiliated REPs 408
Total 1,994 $2,314 $2,081
Retail gas distribution:
Residential 563 710 616
Commercial 291 387 318
[ndustrial and electric generation 20 47 28
Total 874 1,144 962
Pipeline transportation 59 48 57
Other revenues, net of eliminations 48 37 38
Total retail gas distribution and pipeline transportation 981 1,229 1,107
Intra-segment elirninations (2) (1) (1)
Total operating revenues $2,973 $3,542 $3,187

*  See footmote on previous page.

The financial information for 2001 and 2000 for the electric delivery operations included in the North America
Energy Delivery segment includes information derived from the historical financial statements of US Holdings.
Reasonable allocation methodologies were used to unbundle the financial statements of US Holdings between
its generation and T&D operations. Allocation of revenues reflected consideration of return on invested capital,
which continues to be regulated for the T&D operations. US Holdings maintained expense accounts for each
of its component operations. Costs of energy and expenses related to operations and maintenance and depreciation
and amortization, as well as assets, such as property, plant and equipment, materials and supplies and fuel, were
specifically identified by component operation and disaggregated. Various allocation methodologies were used
to disaggregate revenues, common expenses, assets and liabilities between US Holdings’ generation and T&D
operations. Interest and other financing costs were determined based upon debrt allocated. Allocations reflected
in the financial information for 2001 and 2000 did not necessarily result in amounts reported in individual line
items that are comparable to actual results in 2002. Had the unbundled operations of US Holdings actually existed
as separate entities in a deregulated environment, their results of operations could have differed materially from
those included in the historical financial statements included herein.
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2002 compared to 2001

Operating revenues for the North America Energy Delivery segment decreased $569 million, or 16%, to $3.0
billion in 2002. Electricity delivery revenues decreased $320 million, or 14%, to $2.0 billion. Revenues in 2001
included amounts associated with generation and retail expenses that were the responsibility of electric delivery,
but in 2002 such revenues and expenses are the responsibility of the North America Energy segment. Excluding
the impact of such revenues in 2001, electric delivery revenues rose 3% on a 6% increase in electricity volumes
delivered. Because the fees to REPs for their large C&I customers are fixed for specified ranges of volumes, changes
in distribution volumes do not necessarily result in comparable changes in reported revenues. Gas delivery revenues

declined $248 million, or 20%, to $1.0 billion, due to reduced costs of gas, as sales volumes were about even.

Gross Margin

YEAR ENDED DECEMBER 31,

2002 % of Revenue 2001 % of Revenue
Operating revenues $2,973 100% $3,542 100%
Costs and expenses:

Cost of gas sold 510 17% 764 22%

Operating costs 848 29% 757 21%
Depreciation and amortization (related to

transmission and distriburion assets) 321 11% 302 8%

Gross margin $1,294 43% $1,719 49%

Gross margin decreased $425 million, or 25%, to $1.3 billion in 2002. The decrease reflects the impact of revenues
allocared to electricity delivery operations in 2001, as discussed above, and higher operating costs in 2002,
partially offset by lower cost of gas sold. The increase in operating costs of $91 million, or 12%, to $848 million
primarily reflects costs associated with a consumer energy efficiency program, mandated by the Commission,
and higher transmission costs paid to other utilities.

Depreciation and amortization, other than goodwill (including amounts shown in the gross margin table above),
increased $29 million, or 10%, to $332 million. The increase reflected investments in computer systems to support
the restructuring of the Texas electricity market, as well as normal growth and replacements of delivery facilities.

SG&A expenses decreased by $174 million, or 35%, to $320 million due primarily to lower bad debt expense
and customer support costs of approximately $150 million, as the retail sales function is now reflected in the
North America Energy segment. In addition, informarion technology costs were higher in 2001 due to system
changes made in preparation of unbundling the delivery business from the generation and retail operations.

Franchise and revenue-based taxes decreased $173 million, or 35%, to $322 million in 2002 due to state gross
receipts raxes thar are reported in the North America Energy segment in 2002. Effective in 2002, local gross
receipts taxes related to electricity revenue are an expense of Oncor while state gross receipts taxes are an expense
of TXU Energy. The decline also reflected the impact of lower gas delivery revenues.

Other income declined $14 million, to $21 million in 2002. The 2002 period includes a $7 million gain on sale
of property and $14 million of other individually immaterial items. The 2001 period included $18 million from
a favorable settlement of legal proceedings related to a gas purchase contract.

Other deductions decreased by $72 million to $4 million reflecting a recoverable charge in 2001 of $73 million
related to regulatory restructuring of the Texas electricity market.

Interest income increased $29 million to $48 million due to reimbursement from North America Energy for
carrying costs on regulatory assets.

Interest expense and other charges declined by $16 million, or 5%, to $331 million. Of the change, $51 million
was due to lower average debt levels, partially offset by $33 million due to higher rates and a $2 miltion
decrease in capitalized interest.
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Goodwill amortization of $10 million in 2001 ceased, reflecting the discontinuance of goodwill amortization
pursuant to the adoption of SFAS No. 142,

The effective income tax rate was 32.8% in 2002 compared to 35.7% in 2001. The decline reflected the cessation
of nondeductible goodwill amortizarion and nonrecurring regulatory-driven adjustments recorded in 2001
relating to pricr years.

Income before extraordinary loss increased $27 million, or 12%, to $252 million due to the declines in SG&A
expenses and franchise and revenue-based taxes, higher interest income and lower interest expense, as well as
the effect of the regulatory-related charge in 2001, reported in other deductions, partially offset by the lower
gross margin. Net pension and postretirement benefit costs reduced net income by $27 million in 2002 and $14
miltlion in 2001.

2001 compared to 2000

Operating revenues for the North America Energy Delivery segment increased by $355 million, or 11%, to $3.5
billion in 2001. Electricity delivery revenues rose $233 million. This increase is primarily due to the impact on
reported revenues of regulation, reflecting higher recoverable costs. Electricity volumes delivered in 2001 declined
1% due to milder, more normal weather and a slowing economy, partially offset by the effect of 2% growth in
number of customers. Gas delivery revenues rose $122 million, reflecting higher prices due to colder weather in
the first quarter of 2001 and revenue enhancement activity, as well as higher volumes due to the colder weather.
Gas distribution volumes increased 4%. The increase in gas delivery revenues was partially offset by the absence
of $54 million of revenues from a gas processing business sold in 2000.

Gross Margin

YEAR ENDED DECEMBER 31,

2001 % of Revenue 2000 % of Revenue
Operating revenues $3,542 100% $3,187 100%
Costs and expenses:

Cost of gas sold 764 22% 604 19%

Operating costs 757 21% 740 23%
Depreciation and amortization (related to

transmissicn and distribution assets) 302 8% 292 9%

Gross margin $1,719 49% $1,551 49%

Gross margin increased by $168 million, or 11%, to $1.7 billion in 2001. This increase reflected the higher
operating revenues in the electricity delivery operations, partially offset by a decline in the gas delivery business
due to the absence of the gas processing business. Higher cost of gas sold was offset by the related increase in
revenues. Operating costs increased $17 million, or 2%, primarily due to higher system maintenance costs and
property taxes. Depreciation and amortization increased $10 million, or 3%, due to capital expenditures in
2000 and 2001 to upgrade system capability and reliability.

Depreciation and amortization, other than goodwill (including amounts shown in the gross margin table above),
increased $10 million, or 3%, to $303 million primarily due to normal growth and replacements of delivery facilities.

Franchise and revenue-based taxes increased $128 million, or 35%, to $495 million in 2001 due to higher electric
and gas reveriues on which these taxes are based.

SG&A expenses rose $84 million, or 20%, to $494 million in 2001 due primarily to increases in computer
systems-related expenses to prepare for the restructuring of Texas electricity markets and bad debt expense due
to the increase in electric and gas revenues from the weather-related rise in gas costs in late 2000 and early 2001.
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Other income declined $34 million to $35 million in 2001. The 2001 period included $18 million from a
favorable settlement of legal proceedings related to a gas purchase contract and a $5 million gain on sale of
property. The 2000 period included a $53 million gain on sale of the gas processing business.

Orher deductions increased by $23 million to $76 million in 2001. The 2001 period included a regulatory-
related recoverable charge of $73 million related to the opening of the Texas market to competition. The 2000
period included a similar recoverable charge of $52 million.

The effective income tax rate was 35.7% in both 2001 and 2000.

Income before extraordinary loss decreased $63 million, or 22%, to $225 million in 2001. The decrease was
driven by higher franchise and revenue-based taxes and SG&A expenses.

Australia
Financial Results

YEAR ENDED DECEMBER 31,

2002 2001 2000
Operating revenues $860 $700 $717
Costs and expenses:

Cost of energy sold and delivery fees 400 333 332
Operating costs 83 74 79
Depreciation and amortization, other than goodwill 67 60 59
Selling, general and administrative expenses 87 63 62
Orher income (2) 3) (10)
Other deductions 4 6 3
Interest income (1) — (1)
Interest expense and other charges 129 126 150
Goodwill amortization — 19 21
Total costs and expenses 767 678 695
Income before income taxes 93 22 22
Income tax expense (benefit) 19 3 (1)
Net income $ 74 $ 19 $ 23
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Australia
Operating Data

YEAR ENDED DECEMBER 31,

2002 2001 2000
OPERATING STATISTICS:
Retail electricity sales volumes (GWh) 6,883 5,351 5,380
Delivered electricity volumes (GWh) 2,106 1,843 1,926
Retail gas sales volumes {Bcf) 63 67 64
Retail gas distribution volumes (Bcf) 35 35 35
Wholesale electricity sales volumes (GWh) 3,132 3,826 4,477
RETAIL CUSTOMERS AND ELECTRIC POINTS OF
DELIVERY (END OF PERIOD AND IN THOUSANDS):
Electric customers 534 533 517
Gas customers 437 427 419
Total 971 960 936
Electric points of delivery 549 535 522
Gas distributicn points of delivery 466 453 441
Total 1,015 988 963
OPERATING REVENUES (MILLIONS OF DOLLARS}:
Retail electric:
Residential $214 $172 $157
Commercial and industrial 226 142 155
Total 440 314 312
Electricity delivery 38 31 31
Retail gas sales:
Residential 73 71 105
Commercial and industrial 109 97 97
Total 182 168 202
Retail gas distribution 33 32 34
Wholesale electric revenues 65 61 57
Wholesale electric portfolio management activities and other income 102 94 81
Total operating revenues $860 $700 $717

* Includes results of acquired businesses from dates of acquisition.

2002 compared to 2001

The Australia segment’s operating revenues increased $160 million, or 23%, to $860 million in 2002. The
effects of changes in foreign currency translation rates contributed $40 million to the increase. The balance of
the growth reflected $84 million from increased retail electricity volumes and $26 million from increased retail
electricity pricing. Electricity volumes increased 29%, driven primarily by the addition of new C&I accounts.

The state of Victoria regulates retail energy prices for incumbent retailers and has granted an average rise of 9%
in gas prices for TXU Australia’s gas retail customers beginning in 2003. The state has also determined an
electricity price decrease of 4% effective April 1, 2003, for TXU Australia’s electric retail customers, and has
replaced the Special Power Payment (a A$118 million subsidy to all eligible electricity customers in the state
of Victoria, introduced at the beginning of 2002) with the Network Tariff Rebate (a A$57 million subsidy to be
introduced in April 2003). The combined effect results in an average 3.1% price increase for TXU Australia’s
electric customers effective April 1, 2003.
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Gross Margin

YEAR ENDED DECEMBER 31,

2002 % of Revenue 2001 % of Revenue

Operating revenues $860 100% $700 100%
Costs and expenses:

Cost of energy sold and delivery fees 400 46% 333 47%

Operating costs 83 10% 74 11%

Depreciation and amortization (related to operating assets) 61 7% 56 8%

Gross margin $316 37% $237 34%

Australia’s gross margin improved $79 million, or 33%, to $316 million in 2002. On a local currency basis,
margins improved 25%, reflecting higher retail electricity prices and volumes, partially offset by lower wholesale
electricity margins as wholesale pool prices decreased in 2002. Operating costs rose $9 million, or 6%, on a
local currency basis, due primarily to higher compensation costs and headcount. Depreciation and amortization
related to operating assets increased $5 million, or 4%, on a local currency basis, reflecting expenditures for
infrastructure expansion in the electricity delivery business. Mark-to-market accounting for commodity contracts
increased revenues and gross margin by $5 million in both years (as compared to accounting on a settlement basis).

Australia’s SG&A expenses rose $24 million, or 23%, on a local currency basis, reflecting increased promotional
and staffing expenses to support retail competition activities in newly opened markets.

The effective tax rate was 20.4% in 2002 versus 13.6% in 2001, due primarily to nonrecurring adjustments to
the tax basis of certain assets in 2001, partially offset by the discontinuance of goodwill amortization.

Australia’s net income rose $55 million ro $74 million in 2002. Australia’s results were driven by higher gross
margin and the discontinuance of goodwill amortization ($19 million with no tax effect), partially offser by
increased SG&A costs. Net pension and postretirement benefit cost reduced net income by $2 million in 2002

and 2001.

2001 compared to 2000

Operating revenues decreased $17 million, or 2%, to $700 million in 2001, primarily due to the effect of the
stronger US dollar. On a local currency basis, dollar revenues increased 9%. This improvement reflected an
increase in the number of retail customers, a full year of wholesale revenue from a power generation plant
acquired in May 2000 and favorable wholesale portfolio management results. Partially offsetting this increase

was lower electricity delivery revenues due to lower tariffs.

Gross Margin

YEAR ENDED DECEMBER 31,

2001 % of Revenue 2000 % of Revenue

Operating revenues $700 100% $717 100%
Costs and expenses:

Cost of energy sold and delivery fees 333 47% 332 46%

Operating costs 74 11% 79 11%

Depreciation and amortization (related to operating assets) 56 8% 56 8%

Gross margin $237 34% $250 35%

Gross margin decreased by $13 million, or 5%, to $237 million in 2001. On a local currency basis, gross margin
increased 7%, largely in line with the revenue growth. Mark-to-market accounting for commodity contracts
increased revenues and gross margin by $5 million in 2001 (as compared to accounting on a settlement basis).
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Net income decreased $4 million, or 17%, to $19 million in 2001. On a local currency basis, net income increased
3% reflecting the revenue growth and lower interest rates, partially offset by a $16 million gain on the sale of

an engineering and construction business in 2000.

COMPREHENSIVE INCOME - CONTINUING OPERATIONS

Foreign currency translation adjustments for 2002, 2001 and 2000, a gain of $76 million and losses of $61 million
and $98 million, respectively, primarily reflected the movement in exchange rates between the US dollar and
the Australian dollar. These adjustments have no tax effects.

Minimum pension liability adjustments for 2002, 2001 and 2000 are losses of $128 million {$83 million after-tax)
and $9 million ($6 million after-tax) and a gain of $1 million, respectively. The minimum pension Hability
represents the difference between the excess of the accumulated benefit obligation over the plans’ assets and
the liability reflected in the balance sheet. Further, based on the current assumptions and available information,
funding requirements in 2003 related to the pension plans are expected to increase by $7 million and pension
expense is expected to increase approximately $40 million over the 2002 amounts. The recording of the liability
did not affect TXU Corp.’s financial covenants in any of its credit agreements.

TXU Corp. adopted SFAS No. 133 effective January 1, 2001, and recorded a $37 million ($25 million after-tax)
charge to other comprehensive income to teflect the fair value of derivartives effective as cash flow hedges at
transition. TXU Corp. has historically used, and will continue to use, derivative financial instruments that are
highly effective in offsetting future cash flow volatility in interest rates, energy commodity prices, and currency
exchange rates. The amounts included in other comprehensive income are expected to be used in the future to
offset the impact of rate or price changes on related payments. Amounts in other comprehensive income include
(i) the value of the cash flow hedges, based on current market conditions, and (ii) the value of dedesignated
and terminated cash flow hedges at the time of such dedesignation, less amortization, providing the transaction
that was hedged is still probable. The effects of the hedge will be recorded in the statement of income as the
hedged transactions are actually settled.

During 2002 and 2001, changes in the fair value of derivatives effective as cash flow hedges reflected losses of
$348 million ($229 million after-tax) and $113 million ($79 million after-tax), respectively. Losses in 2002 were
due to decreases of $256 million ($169 million after-tax) in the’: fair value of interest rate hedges because of
lower interest rates, and decreases of $92 million ($60 million after-tax) in the fair value of commodity hedges.

Losses in 2001 were related to decreases in the fair value of hedges of indebtedness in Australia.

During 2002 and 2001, other comprehensive income hedge losses recognized in income were $119 million ($81
million after-tax) and $87 million ($62 million after-tax), respectively, primarily related to interest rate hedges.

See also Note 14 to Financial Statements.

FINANCIAL CONDITION

Liquidity and Capital Resources

Cash Flows Cash flows provided by operating activities for the year ended December 31, 2002, were $1.3 hillion
compared to $1.9 billion and $908 million for the years ended December 31, 2001 and 2000, respectively. The
decrease in cash flows provided by operating activities in 2002 of $535 million, or 29%, reflected a number of
factors. The principal driver of the decline was lower cash earnings (net income adjusted for the significant
noncash items identified in the statement of cash flows) and the effect of a return in 2001 of $227 million in
margin deposits related to portfolio management activities (in exchange for letters of credit). The net working
capital (accounts receivable, accounts payable and inventories) increase of approximately $396 million in 2002
was comparable to 2001. However, this performance reflected higher unbilled accounts receivable of approximately
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$200 million related to the opening of the Texas market to competition, which reflects the effects of a new
ERCOT protocol that allows five days to clear meter-read data through ERCOT, as well as other changes in
billing processes. The higher accounts receivable was largely offset by increased accounts payable, reflecting
more purchases of power (as opposed to power generated by TXU Energy) and timing of payments.

The increase in cash flows in 2001 from 2000 of $968 million was driven by the effect of under-recovered fuel
costs, reflecring high gas prices in 2000 that reduced cash flows in 2000 as the gas costs were incurred, but
increased cash flows in 2001 as the costs were recovered from customers. The increase also reflected the year-
over-year effect of margin deposit payments in 2000 and the return of those deposits in 2001.

Cash flows provided by financing activities for 2002 were $1.5 billion, primarily reflecting issuances of stock
and debrt. Issuances of debt and equity securities totaled $5.8 billion and retirements and repurchases of debt
rotaled $3.6 billion. Net redemptions of commercial paper totaled $844 million, and notes payable to banks
increased $1.2 billion. As a result of the unbundling of US Holdings and related refinancings, there were
substantial early rerirements and re-issuances of long-term debt and retirements of preferred securities in 2001.
Cash flows used in financing activities were $3509 million in 2001 and $669 million in 2000. Cash dividends
paid on common shares approximated $652 million, $621 million and $634 million in 2002, 2001 and 2000,
respectively. Dividend payments on common shares are expected to total approximately $160 million in 2003.

Cash flows used in investing activities totaled $847 million, $1,201 million and $299 million during 2002, 2001
and 2000, respectively. Proceeds in 2002 from the sale of the Handley and Mountain Creek power plants in the
Dallas-Fort Worth area were $443 million. Acquisitions in 2002 included $36 million for a cogeneration and
wholesale production business in New Jersey. Capital expenditures declined to $1.0 billion in 2002 from $1.2
billion in 2001. Capital expenditures are expected to total $1.1 billion in 2003. Nuclear fuel spending of $51
million reflected refuelings at the Comanche Peak nuclear generation plant. Other investing activities in 2002
included $147 million for terminations of out-of-the-money cash flow hedges, primarily reflecting declines in
interest rates and a $30 million investment in an Australian joint venture to construct a gas pipeline from Victoria
to South Australia.

Depreciation and amortization expense reported in the statement of cash flows exceeds the amount reported in
the statement of income by $91 million. This difference primarily represents amortization of nuclear fuel, which
is reported as cost of energy sold in the statement of income consistent with industry practice, and amortization

of regulatory assets, which is reported as operating costs in the statement of income.

Investing Activities — Acquisitions and Dispositions

Acquisitions TXU Corp. and its continuing operating subsidiaries have made the following acquisitions that
were accounted for as purchase business combinations. The results of operations of the acquired companies are
reflected in the consolidated financial statements from their respective acquisition dates.

Total Cash
Acquisition Date Acquired Consideration
(in millions)
Pedricktown, New Jersey, power business April 2002 $36
Fort Bend Communications, Inc May 2000 161
Optima Energy Pty Led (Australia) May 2000 177

(a) Transferred o the Pinnacle joint venture in August 2000.
TXU Corp. may pursue potential investment opportunities from time to time when it concludes that such

investments are consistent with irs business strategies and will dispose of nonstrategic assets to allow redeployment
of resources into faster growing opportunities in an effort to enhance the long-term return to its shareholders.
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Dispositions TX!J Corp. and its continuing operating subsidiaries have disposed of the following businesses,

investments and assets:

CASH CONSIDERATION RECEIVED

2002 2001 2000

Texas generation plants $443 $— $ —
US gas processing business — — 105
PrimeCo telecomraunication investments (sold in 1999, cash received in 2000) — — 350
Australian construction company — — 28
Various other sales 6 26 144
Total $449 $26 $627

In April 2002, TXU Energy completed the sale of its Handley and Mountain Creek generating plants in the
Dallas-Fort Worth area with total plant capacity of 2,334 megawatts for $443 million in cash. Concurrent with
the sale, TXU Energy entered into a tolling agreement to purchase power during the summer months through
2006. The terms of the tolling agreement include above-market pricing, representing a fair value liability of
$190 million. A pre-tax gain on the sale of $146 million, net of the effects of the tolling agreement, was deferred
and is being recognized in other income during summer months over the five-year term of the tolling agreement.
Both the value of the tolling agreement and the deferred gain are reported in other liabilities in the balance sheet.

Future Capital Expenditures Capital expenditures are estimated at $1.1 billion for 2003, substantially all of which
are for mainteriance and organic growth of existing operations, and are expected to be funded by cash flows
from operations. Approximately 58% is planned for the North America Energy Delivery segment, 29% for the
North America Energy segment, 11% for Australia and 2% for other activities.

Financing Activities

Equity In December 2002, TXU Corp. issued 35 million common shares in a public offering. In June 2002,
TXU Corp. issued 11.8 million common shares in a public offering. Net proceeds of $1.1 billion from these
offerings were used for general corporate purposes, including the repayment of commercial paper and to provide

advances to subsidiaries.

In April 2001, TXU Corp. repurchased 1.3 million shares of its common stock for $44 million under one of two
existing equity purchase agreements with certain financial institutions. Following that purchase, TXU Corp.
terminated both agreements without purchasing additional shares. Settlement of these agreements had no effect
on earnings. During 2000, TXU Corp. repurchased approximately 18.6 million shares of its common stock for
$596 million through open market purchases. No additional repurchases were made and none are planned for 2003.

In October 2002, TXU Corp. declared a common stock dividend of $0.125 per share, payable on January 2, 2003,
which represenited an 80% reduction from the previous dividend rate. The decrease was in response to capital
market concerns regarding the liquidity of TXU Corp. and its US and Australian subsidiaries. See Note 3 to
Financial Statements regarding events related to TXU Europe. TXU Corp. paid quarterly dividends of $0.60 a
share in April 2002, July 2002 and October 2002.

TXU Corp. or its predecessor has declared common stock dividends payable in cash in each year since
incorporation in 1945. The Board of Directors of TXU Corp., at its February 2003 meeting, declared a quarterly
dividend of $0.125 a share, payable April 1, 2003, to shareholders of record on March 7, 2003. Future dividends

may vary and are subject to consideration of TXU Corp.’s operating cash flow levels and capital requirements

as well as financial and other business conditions existing at the time.

Under Texas law, TXU Corp. may only declare dividends out of surplus, which is statutorily defined as total
shareholders’ equity less the book value of common stock (stated capital). The write-off of TXU Corp.’s investment
in TXU Europe resulted in negative surplus. Texas law permits, subject to the receipt of shareholder approval,
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the reclassification of stated capital into surplus. TXU Corp. received such shareholder approval of this
reclassification in a special meeting of shareholders held February 14, 2003. Accordingly, approximarely $8.0
billion will be reclassified from stated capital to additional paid in capital, resulting in an increase of surplus in
the same amount.

The mortgdge of Oncor restricts its payment of dividends to the amount of its retained earnings. Certain other
debt instruments and preferred securities of TXU Corp.'s subsidiaries contain provisions that restrict payment of
dividends during any interest or distribution payment deferral period or while any paymenr default exists. At
December 31, 2002, there were no restrictions on the payment of dividends under these provisions.

Other Capital Transactions Since August 2001, TXU Corp.’s requirements under its Direct Stopi< Purchase and
Dividend Reinvestment Plan and Thrift Plan have been met through additional issuances by TXU Corp. of
common stock. [ssuances under these plans totaled 1,069,264 and 260,243 shares in 2002 and 2001, respectively.

Capitalization TXU Corp. capitalization consists of common, preference and preferred stock, long-term debt
securities, including equity-linked and exchangeable debt, and preferred securities of subsidiary trusts, each
holding solely junior subordinated debentures of TXU Corp. or its subsidiaries. The capitalization ratios of
TXU Corp. at December 31, 2002, consisted of 8.2% equity-linked debr securities, 4.3% exchangeable subordi-
nated notes, 54.4% other long-term debr, less amounts due currently, 2.9% trust securities, 1.2% preferred stock
of subsidiaries, 1.7% preference stock and 27.3% common stock equity. Not reflected in these ratios is restricted
cash of $210 million included in othér investments that is held in trust for the defeasance of long-term debt.

Equity-Linked Debt Securities In 2002 and 2001, TXU Corp. issued equity-linked securities with aggregate stated
amounts of $440 miilion and $1.0 billion, respectively. Equity-linked debt securities are units that consist of
(i) TXU Corp. senior notes and (ii) a stock purchase contract that requires the holder to purchase TXU Corp.
common stock in the future. The number of shares issuable upon settlement of stock purchase contracts is based
on the market price, which is determined a$ the average of the closing price of TXU Corp. common stock on
each of the twenty conisecutive trading days ending on the third trading day immediately preceding the settlement
date. The calculation of shares issuable is subject to a minimum price or “reference price” (typically this is the
price of the common stock at the time of the initial issuance of the equity-linked debt securities) and a maximum
price or “threshold appreciation price” (this represents a premium over the reference price that is negotiated in
connection with the pricing of the offering). The reference price and the threshold appreciation price for each
series of TXU Corp.’s equity-linked debt securities are based on market conditions at the time the securities
were issued.

To the extent the market price of TXU Corp. common stock is below the reférence price on the appiicable
settlement date, holders of equity-linked debt securities would be required to purchase TXU Corp. cothmon

stock at a price higher than the market price at that time. The market price of TXU Corp.’s common stock is
currently below the reference price for both currently outstanding series of TXU Corp.’s equity-linked debt
securities. TXU Corp.’s liquidity and stock price affect the market price of the equity-linked debt securities
{as well as the market price of other securities issued by TXU Corp. and its subsidiaries), but do not have any
effect on the provisions of the equity-linked debt securities other than the impact on the settlement rate, as
discussed above.

Under the terms of the purchase contracts, TXU Corp. expects to issue berween 24,953,600 and 30,514,000
shares of its common stock upon settlement. A total of 30,514,000 shares have been reserved for issuance.

Exchangeable Subordinated Debt In November 2002, TXU Energy issued $750 million of exchangeable subordinated
notes in a private placement. The notes will mature in November 2012, bear interest at the annual rate of 9%
and permit the deferral of interest payments. TXU Corp. has granted the holders the right to exchange the
notes for TXU Corp. common stock. The notes currently may be exchanged, subject to certain restrictions, at
any time for up to approximately 57 million shares of TXU Corp. common stock at an exercise price of $13.1242
per share. The number of shares of TXU Corp. common stock that may be issuable upon the exercise of the
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exchange right is determined by dividing the principal amount of notes to be exchanged by the exercise price.
The exercise price and the number of shares to be issued are subject to anti-dilution adjustments. The proceeds
from the issuance of the notes were used for the repayment of two standby credit facilities that expired in
November 2002. TXU Corp. recognized a discount on the notes of $111 million, which represented the excess
of the market value of TXU Corp. common stock on the transaction date over the exercise price applied to the
number of issuable shares. This discount is being amortized to interest expense over the term of the debt. As a
result, the effective interest rate on the notes is 11.5%. At the time of any exchange of the notes for common
stock, the unamortized discount will be proportionately written off as a charge to earnings. (See discussion in
Note 7 to Financial Statements under “Exchangeable Subordinated Notes.”)

The exchangeable notes are subordinated in bankruptcy to all other TXU Energy obligations. TXU Energy has
the right until May 2003 to require the holders of the notes to exchange their interest in the notes for a preferred
equity interest in TXU Energy with economic and other terms substantially identical to the notes. The original
purchasers of the notes have the right to nominate one member to the board of directors of TXU Corp., and
such member has been appointed to fill a vacancy. This right exists so long as the original purchasers hold at
least 30% of their original investment in the form of common stock and/or notes, but no later than November
2012 or, if later, the date no notes remain outstanding. The holders of the notes are restricted from actions that
would increase their control of TXU Corp.

Registered Financing Arrangements 1 XU Corp., US Holdings, TXU Gas and other subsidiaries of TXU Corp. may
issue and sell additional debt and equity securities as needed, including: (i) issuances by US Holdings of up to
$25 million of Cumulative Preferred Stock and up to an aggregate of $924 million of additional Cumulative
Preferred Stock, debt securities and/or preferred securities of subsidiary trusts and (ii} issuances by TXU Gas of
up to an aggregate of $400 million of debt securities andfor preferred securities of subsidiary trusts, all of which
are currently registered with the Securities and Exchange Commission (SEC) for offering pursuant to Rule 415
under the Securities Act of 1933.

Long-Term Debt During the year ended December 31, 2002, TXU Corp. and its subsidiaries issued, redeemed,
reacquired or made scheduled principal payments on long-term debt as follows:

Issuances Retirements

TXU Corp.:

Equity-linked securities $ 440 $ 109

Other long-term debt 145 326
Oncor:

First mortgage bonds — 1,012

Senior secured notes 2,050 —

Medium term notes — 73

Fixed rate debentures 1,000 —_
TXU Gas:

Putable asset term securities — 200
TXU Energy:

Exchangeable subordinated notes 750 —

Pollution control revenue bonds 61 61

Floating rate debentures — 1,500

Other long-term debt — 123
US Holdings:

Debt assumed for purchase of utility plant — 4
TXU Australia:

Long-term debt 121 188

Total $4,567 $3,596
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In early March 2003, TXU Energy issued $1.25 billion aggregate principal amount of senior unsecured notes in
two series in a private placement with registration rights. One series of $250 million is due March 15, 2008,
and bears interest at the annual rate of 6.125%, and the other series of $1 billion is due March 15, 2013, and
bears interest at the annual rate of 7%. Net proceeds from the issuance will be used for general corporate purposes,
including the repayment of advances from affiliates.

See Notes 6, 7, 8 and 10 to Financial Statements for further detail of debt issuance and retirements, financing
arrangements, trust securities and capitalization.

At December 31, 2002, TXU Corp. had credit facilities (some of which provide for long-term borrowings)

as follows:
AT DECEMBER 31, 2002
Facilicy Letters of Cash
Facility Expiration Date Authorized Borrowers Limit Credit  Borrowings  Availability
364-Day Revolving Credit Facility April 2003 US Holdings, TXU
Energy, Oncor $1,000 $121 $ 879 $ —
364-Day Senior Secured Credit Facility December 2003 Oneor 150 — — 150
Five-Year Revolving Credit Facility February 2005 US Holdings 1,400 473 921 —
Three-Year Revolving Credit Facility May 2005 TXU Corp. 500 — 500 —
Total US $3,050 $594  $2,306 $150
Senior Facility October 2004 TXU Australia $ 989 $ — % 871 $118
Working Capital Facility October 2003 TXU Australia 56 — — 56
Standby Facility @ December 2003 TXU Australia 18 — — —
Total Australia $1,063 $ — § 871 $174

(a) Supports commercial paper borrowings, which were $18 million at December 31, 2002,

In October 2002, US Holdings, Oncor and TXU Energy borrowed approximately $2.6 billion in cash against
their available credit facilities, the rotal of which represented the remaining availability after $549 million was
used to support outstanding letters of credit. These funds and other available cash were used, in part, to repay
outstanding commercial paper upon maturity. As of December 31, 2002, these facilities were fully drawn and
were reflected in notes payable-banks on the balance sheet. Excess cash of approximarely $1.6 billion at
December 31, 2002, has been invested in liquid short-term marketable securities earning current market rates.
These funds will be used to repay debt as it matures and meet other working capital requirements until such

time as the commercial paper market becomes accessible.

In January 2003, TXU Australia extended its $56 million (A$99 million) working capital facilities to October
2003. At December 31, 2002, the facility was fully available for future borrowings.

In October 2002, Oncor entered into a commitment for a secured credit facility of up to $1 billion. The facility
was intended to fund interim refinancings of approximately $700 million of maturing secured debt should market
conditions not support a timely, cost effective refinancing. The balance was to be available for general corporate
purposes at Oncor. In December 2002, Oncor issued $850 million senior secured notes, reducing the commitment to
$150 million. Oncor subsequently converted the commitment to a $150 million secured 364-day credit facility.

In May 2002, TXU Corp. entered into the $500 million three-year revolving credit facility with a group of
banks that terminates May 1, 2005. This facility is used for working capital and general corporate purposes.

In April 2002, US Holdings, TXU Energy and Oncor entered into the joint $1.0 billion 364-day revolving credit
facility with a group of banks thar terminates in April 2003, but borrowings cutstanding at any time can be
extended for one year. This facility is used for working capital and general corporate purposes. Up to $1.0 billion
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of letters of credit may be issued under the facility. This facility and the $500 million three-year revolving
credit facility described above replaced the TXU Corp. and US Holdings $1.4 billion 364-day revolving credit
facility that expired in April 2002.

[n the second quarter of 2002, each of TXU Energy and Oncor began issuing commercial paper to fund its
short-term liquidity requirements. The commercial paper programs allow each of TXU Energy and Oncor to
issue up to $2.4 billion and $1.0 billion of commercial paper, respectively. At December 31, 2002, each of the
US credit facilities listed above provided back-up for outstanding commercial paper under the Oncor and TXU
Energy programs. The TXU Corp. commercial paper program was discontinued in July 2002, and at that time,
TXU Corp. was removed as a borrower under the $1.4 billion five-year revolving credit facility. As of
December 31, 2002, there was no outstanding commercial paper under these programs. Concurrent with events
in October 2002, as described in Note 3, US commercial paper markets became inaccessible to TXU Corp.,
TXU Energy and Oncor. Commercial paper borrowings are expected to resume as market concerns regarding
the liquidity of TXU Corp. and its US subsidiaries are mitigated.

With respect to the 364-day revolving credit facility in the abave table, TXU Corp. is pursuing various alternatives
for renewing this facility, including the option under the agreement of converting the outstanding borrowings
at the end of rhe term to a 364-day term loan.

Over the next twelve months, TXU Corp. and its subsidiaries will need to fund ongoing working capital require-
ments and maturities of debt. TXU Corp. and its subsidiaries have funded or intend to fund these requirements
through cash on hand, cash flows from operations, short-term credit facilities and the issuance of long-term debr
or other securities. Other potential sources of funding include proceeds from asset sales and bank borrowings.

Sale of Receivables Certain subsidiaries of TXU Corp. sell trade accounts receivable to TXU Receivables
Company, a wholly owned bankruptcy remote subsidiary of TXU Corp., which sells undivided interests in accounts
receivable it purchases to financial institutions. As of December 31, 2002, TXU Energy (through certain
subsidiaries), Oncor and TXU Gas are qualified originators of accounts receivable under the program. TXU
Receivables Company may sell up to an aggregate of $600 million in undivided interests in the receivables
purchased from the originators under the program. As of December 31, 2002, $1.26 billion face amount of
receivables were sold to TXU Receivables Company under the program in exchange for cash of $406 million
and $820 million in subordinated notes, with $31 million of losses on sales for the year ended December 31,
2002, that principally represent the interest costs on the underlying financing. These losses approximated 5%
of the cash proceeds from the sale of undivided interests in accounts receivable on an annualized basis. Funding
under the program decreased from $600 million at September 30, 2002, to $406 million at December 31, 2002,
primarily due to billing and collection delays arising from new systems and processes in TXU Energy and ERCOT
for clearing customer switching and billing data, as well as seasonality of the business.

Upon termination, cash flows to the originators would be delayed as collections of sold receivables would be
used by TXU Receivables Company to repurchase the undivided interests of the financial institutions instead
of purchasing new receivables. The level of cash flows would normalize in approximately 16 to 31 days. TXU
Business Services Company, a subsidiary of TXU Corp., services the purchased receivables and is paid a market
based servicing fee by TXU Receivables Company. The subordinated notes receivable from TXU Receivables
Company represent TXU Corp.’s subsidiaries’ retained interests in the transferred receivables and are recorded
at book value, net of allowances for bad debts, which approximates fair value due to the short-term nature of
the subordinated notes, and are included in accounts receivable in the consolidated balance sheet.

In October 2002, the program was amended to extend the program to July 2003, to provide for reserve requirement
adjustments as the quality of the portfolio changes and o provide for adjustments to reduce receivables in the
program by the related amounts of customer deposits held by originators. In February 2003, the program was
further amended to allow receivables that are 31-90 days past due into the program.
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Contingencies Related to Receivables Program Although TXU Receivables Company expects to be able to pay its
subordinated notes from the collections of purchased receivables, these notes are subordinated to the undivided
interests of the financial institutions in those receivables, and collections might not be sufficient to pay the
subordinated notes. The program may be terminated if either of the following events occurs:

° the credit rating for the long-term senior debt securities of both any originator and its parent guarantor, if

any, declines below BBB- by S&P or Baa3 by Moody's; or

* the delinquency ratio (delinquent for 31 days) for the sold receivables, the defaulr rario (delinquent for 91
days or deemed uncollectible), the dilution ratio (reductions for discounts, disputes and other allowances)
or the days collection outstanding ratio exceed stated thresholds.

The delinquency and dilution ratios exceeded the relevant thresholds at various times during 2002 and in
January 2003, but waivers were granted. These ratios were affected by issues related to the transition to deregu-
lation. Certain billing and collection delays arose due to implementation of new systems and processes within
TXU Energy and ERCOT for clearing customer switching and billing data. The resolution of these issues as well
as the implementartion of new POLR rules by the Commission are expécted to bring the ratios in consistent
compliance with the program. (See discussion in Note 15 to Financial Statements under “Provider of Last Resort.”)

Credit Ratings of TXU Corp. and Its US and Australian Subsidiaries The current credit ratings for TXU Corp. and its
US and Australian subsidiaries are presented below:

TXU
TXU Corp. US Holdings Oncor TXU Energy TXU Gas Australia
{Senior (Senior {Senior (Senior {Senior
Unsecured) Unsecured) (Secured) Unsecured) Unsecured) Unsecured)
S&P BBB- BBB-~ BBB BBB BRB BBB
Moady’s Bal Baa3 Baal Baal Baa3 Baa2
Fitch BBB- BBB- BBB+ BBB BBB- BBB-

Moody's currently maintains a negative outlook for TXU Corp., TXU Gas and TXU Australia, and a stable
outlook for US Holdings, TXU Energy and Oncor. Fitch Rating (Fitch) currently maintains a stable outlook for
each such entity. Standard and Poor’s (S&P) currently maintains a negative outlook for each such entiry.

These ratings are investment grade, except for Moody’s rating of TXU Corp.’s senior unsecured debt, which is
one notch below investment grade.

A rating reflects only the view of a rating agency and it is not a recommendation to buy, sell or hold securities.
Any rating can be revised upward or downward at any time by a rating agency if such rating agency decides
that circumstances warrant such a change.

Financial Covenants, Credit Rating Provisions and Cross-Default Provisions The terms of certain financing arrange-
ments of TXU Corp. and its consolidated subsidiaries contain financial covenants that require maintenance of
specified fixed charge coverage ratios, shareholders' equity to total capitalization ratios and leverage ratios and/or
contain minimum net worth covenants. TXU Energy’s exchangeable subordinated notes also limit its incurrence
of additional indebredness unless a leverage ratio and interest coverage test are met on a pro forma basis. As of
December 31, 2002, TXU Corp. and its US and Australian subsidiaries were in compliance with all such
applicable covenants.

Certain financing and other arrangements of TXU Corp. and its continuing US and Australian subsidiaries
contain provisions that are specifically affected by changes in credit ratings and also include cross-default
provisions. The material provisions are described below:
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Credit Rating Provisions

As fully described in Note 16 to Financial Statements, in connection with the telecommunications joint venture
(Pinnacle) transaction, in the event of a decline in the credit rating for TXU Corp.’s unsecured, senior long-term
obligations tc two notches below investment grade (i.e., to or below ‘BB’ by S&P or Fitch or ‘Ba2’ by Moody's),
coupled with a decline in the market price of TXU Corp. common stock below $21.93 per share for ten
consecutive trading days, TXU Corp. would be required to sell equity or otherwise raise cash proceeds sufficient
to repay Pinnacle’s senior secured notes ($810 million outstanding at December 31, 2002). The market price of
TXU Corp.’s common stock is below the stated level.

TXU Energy has provided a guarantee of the obligations under TXU Corp.’s lease {(approximately $140 million
at December 31, 2002) for its headquarters building. In the event of a downgrade of TXU Energy’s credit rating
to below investment grade, a letter of credit would need to be provided within 30 days of any such ratings decline.

TXU Energy has entered into certain commodity contracts and lease arrangements that in some instances give
the other party the right, but not the obligation, to request TXU Energy to post collateral in the event that its

credit rating falls below investment grade.

Based on its current commodity contract positions, if TXU Energy were downgraded below investment grade
by any specified rating agency, counterparties would have the option to request TXU Energy to post additional
collateral of approximately $150 million.

In addition, TXU Energy has a number of other contractual arrangements where the counterparties would have
the right to request TXU Energy to post collateral if its credit rating was downgraded below investment grade
by any specified rating agency. The amount TXU Energy would post under these transactions depends in part
on the value of the contracts at that time. Based on current market conditions, the maximum TXU Energy
would post for these transactions is $246 million. Of this amount, $190 million relates to an arrangement that
would require TXU Energy to be downgraded to below investment grade by all three rating agencies before
collateral would be required to be posted.

TXU Energy is also the obligor on leases aggregating $167 million. Under the terms of those leases, if TXU
Energy’s credit rating was downgraded to below investment grade by any specified rating agency, TXU Energy
could be required to sell the assets, assign the leases to a new obligor that is investment grade, post a letter of
credit or defease the leases.

ERCOT also has rules in place to assure adequate creditworthiness for parties that schedule power on the
ERCOT System. Under those rules, if TXU Energy’s credit rating was downgraded to below investment grade
by any specified rating agency, TXU Energy could be required to post collateral of approximately $31 million.

Under the accounts receivables program, all originators (currently TXU Energy through certain subsidiaries,
Oncor and TXU Gas), are required to maintain a ‘BBB-" (S&P) and a ‘Baa3’ (Moody’s) rating or better {or supply
a parent guarantee with a similar rating). A downgrade below the required ratings for an originaror would

prevent that originator from selling its accounts receivable under the program. If all originators are downgraded
so that there are no eligible originators, the facility would terminate. Upon termination, cash flows to the
originators would be delayed as collections of sold receivables were used to repurchase the undivided interests
of the financial institutions instead of purchasing new receivables. The level of cash flows would normalize in

approximately 16 to 31 days.

In the event that TXU Australia’s credit rating was downgraded to below investment grade, there are cross
currency swaps and interest rate swaps in effect with banks who have the right to terminate the swaps. However,
the contracts are currently in the money on a net basis.
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TXU Australia has several contracts that may require additional guarantees or cash collateral totaling
approximately $62 million if its credit rating was downgraded to below investment grade, or if there was a material
adverse change in its financial condition.

Other agreements of TXU Corp. and its subsidiaries, including some of the credit facilities discussed above,
contain terms pursuant to which the interest rates charged under the agreements may be adjusted depending on
the credit ratings of TXU Corp. or its subsidiaries.

Cross Default-Provisions

Certain financing arrangements of TXU Corp. and its subsidiaries contain provisions that would result in an
event of default if there is a failure under other financing arrangements to meet payment terms or to observe other
covenants that would result in an acceleration of payments due. Such provisions are referred to as “cross-default”
provisions. Most agreements have a cure period of up to 30 days from the occurrence of the specified event
during which the company is allowed to rectify or correct the situation before it becomes an event of default.

TXU Corp.’s $500 million three-year revolving facility contains a cross default with respect to any default by TXU
Corp. or any US subsidiary thereof in respect of any indebtedness in excess of $50 million. A default by TXU
Australia would not trigger the cross-default provision contained in this facility.

A default by US Holdings or any subsidiary thereof on financing arrangements of $50 million or more would
result in a cross-default under the $1.0 billion joint US Holdings/TXU Energy/Oncor 364-day revolving credit
facility, the $1.4 billion US Holdings 5-year revolving credit facility, two letter of credit reimbursement and
credit facility agreements ($68.1 million and $54.2 million currently outstanding, respectively) and the $103
million TXU Mining Company LP senior notes (which have a $1 million threshold). Under the joint US
Holdings/TXU Energy/Oncor $1.0 billion 364-day revolving credit facility a default by TXU Energy or any
subsidiary thereof would cause the maturity of outstanding balances under such facility to be accelerated as to
TXU Energy and US Holdings, but not as to Oncor. Also, under this credit facility, a default by Oncor or any
subsidiary thereof would cause the maturity of outstanding balances to be accelerated under such facility as to
Oncor and US Holdings, but not as to TXU Energy. Further, under this credit facility, a default by US Holdings
would cause the maturity of outstanding balances under such facility to be accelerated as to US Holdings, but
not as to Oncor or TXU Energy. Under the Oncor $150 million credit facility, a default by Oncor or any subsidiary
thereof would cause the maturity of outstanding balances under such facility to be accelerated.

The accounts receivable program described above contains a cross-default provision with a threshold of $50
million applicable to each of the originators under the program. TXU Receivables Company and TXU Business
Services Company each have a cross-default threshold of $50 thousand. If either an originator, TXU Business
Services Company or TXU Receivables Company defaults on indebtedness of the applicable threshold, the
facility could terminate.

TXU Corp.’s 6% Notes due 2003 to 2004, which are held by the Pinnacle Overfund Trust ($178 million
outstanding at December 31, 2002) and Pinnacle’s 8.83% Senior Secured Notes due 2004 ($810 million
outstanding at December 31, 2002) contain cross-default provisions relating to a failure to pay principal or
interest on indebtedness of TXU Corp. or TXU Communications Ventures Company (TXU Communications)
(in the case of the 8.83% Senior Secured Notes due 2004) in a principal amount of $50 million or above.

TXU Energy has entered into certain mining and equipment leasing arrangements aggregating $226 million
that would terminate upon the default on any other obligations of TXU Energy owed to the lessor. In the event
of a default by TXU Mining Company LP, a subsidiary of TXU Energy, on indebtedness in excess of $1 million,
a cross default would result under the $31 million TXU Mining Company LP leveraged lease and the lease
would terminate.
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A default by TXU Gas or any of its material subsidiaries on indebtedness of $25 million or more would result in
a cross default under the $300 million TXU Gas senior notes due 2004 and 2005.

TXU Energy enters into energy-related contracts, the master forms of which contain provisions whereby an
event of defzult would occur if TXU Energy were to default under an obligation in respect of borrowings in
excess of thresholds stated in the contracts, which thresholds vary.

TXU Corp. and its subsidiaries have other arrangements, including interest rate and currency swap agreements
and leases with cross-default provisions, the triggering of which would not result in a significant effect on liquidity.

Regulatory Asset Securitization The regulatory settlement plan approved by the Commission provides Oncor with
a financing order authorizing it to issue securitization bonds in the aggregate principal amount of $1.3 billion to
monetize and recover generation-related regulatory assets. The settlement plan provides that there will be an

initial issuance of securitization bonds in the amount of up to $500 million followed by a second issuance for the
remainder after 2003. (See discussion in Note 15 to Financial Statements under “Regulatory Asset Securitization.”)

Leases In February 2002, TXU Corp. sold its interest in its headquarters building in Dallas, Texas, for $145 million.
Simultaneously with the sale of the property, TXU Corp. entered into a twenty-year lease obligation for the
property. At the end of the initial twenty-vear term of the lease, TXU Corp. has the right, but not the obligation,
to renew the lease for three ten-year renewal terms under which rents will be paid based on then-existing
market conditions. The sale was accounted for as a financing and the obligation is reflected in long-term debt.

Long-term Contractual Obligations and Commitments The following table summarizes the contractual cash obligations
of TXU Corp. for each of the periods presented (see Notes 7 and 16 to Financial Statements for additional
disclosures regarding rerms of these obligations.)

PAYMENT DUE
Contractual Cash Obligations 2003 2004 2005 2006 2007 Thereafter
Long-term debt $ 854 $1,526 $402 $1,521 $ 884 $7.351

Mandatorily redeemable preferred

securities and preferred

stock of subsidiaries 10 10 1 — — 515
Capital lease obligations 1 1 2 2 2 6
Operating leases 101 93 85 75 78 557
Capacity payments — electricity contracts 316 164 149 119 20 12
Coal contracts 94 79 23 18 — —
Pipeline transportation and

storage reservation fees 14 6 6 6 4 6
Gas take-or-pay contracts 88 81 99 145 138 1,256
Toral contractual cash obligations $1,478 $1,960 $767 $1,886 $1,126 $9,703

Guarantees TXU Corp. has entered into contracts that contain guarantees to outside parties that could require
performance or payment under certain conditions. These guarantees have been grouped based on similar
characteristics and are described in derail below.

Project development guarantees In 1990, TXU Corp. repurchased an electric co-op’s minority ownership interest in
the Comanche Peak generation plant and assumed the co-op’s indebtedness to the US government for the
facilities. TXU Corp. is making principal and interest payments to the co-op in an amount sufficient for the co-op
to make payments on its indebtedness. TXU Corp. guaranteed the co-op’s payments, and in the event that the
co-op fails to make its payments on the indebtedness, the US government would assume the co-op’s rights under
the agreement, and such payments would then be owed directly by TXU Corp. At December 31, 2002, the balance
of the indebtedness was $140 million with maturities of principal and interest extending to December 2021. The
indebtedness is secured by a lien on the purchased facilities.
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Residual value guarantees in operating leases TXU Corp. is the lessee under various operating leases that obligate it to
guarantee the residual values of the leased facilities. At December 31, 2002, the aggregate maximum amount of
residual values guaranteed was approximately $299 million with an estimated residual recovery of approximarely
$222 million. The average life of the lease portfolio is approximately nine years.

Shared saving guarantees T XU Corp. has guaranteed that certain customers will realize specified annual savings
resulting from energy management services it has provided. In the aggregate, the average annual savings has
exceeded the annual savings guaranteed. The maximum potential annual payout is approximately $4 million
and the maximum total potential payout is approximately $19 million. The average remaining life of the portfolio
is approximately five years.

Standby letters of credic TXU Corp. has entered into various agreements that require letters of credit for financial
assurance purposes. Approximately $523 million of letters of credit are outstanding to support existing floating
rate pollution control revenue bond financings on existing debt of approximately $433 million. The letters of
credit are available to fund the payment of such debt obligations. These letters of credit have expiration dates
in 2003; however, TXU Corp. intends to provide from either existing or new facilities for the extension, renewal
or substitution of these letters of credit to the extent required for such floating rate debt or their remarketing as
fixed rate debr.

TXU Corp. has provided for the posting of letters of credit in the amount of $183 million to support portfolio
management margin requirements in the normal course of business. As of December 31, 2002, approximately
82% of the obligations supported by these letters of credit mature within one year, and substantially all of the
remainder mature in the second year.

TXU Corp. has provided for the posting of a letter of credit in the amount of $32 million as support for a subordi-
nated loan related to a pipeline construction project in Australia. The obligation expires on January 31, 2005.

TXU Australia has provided for the posting of letters of credit in the amount of approximately $55 million,
primarily to allow participation in the electricity and gas spot markets. Although the average life of these
guarantees is for approximately one year, the obligation to provide guarantees is ongoing based on TXU Australia’s
continued participation in the electricity and gas spot markets.

Surety bonds TXU Corp. has provided for the issuance of approximately $23 million of surety bonds to support
performance under various subsidiary construction contracts in the normal course of business. The term of the

surety bond obligations is approximately three years.

TXU Corp. has entered into contracts with public agencies to purchase cooling water for use in the generation
of electric energy and has agreed, in effect, to guarantee the principal, $16 million at December 31, 2002, and
interest on bonds issued by the agencies to finance the reservoirs from which the water is supplied. The bonds
mature at various dates through 2011 and have interest rates ranging from 5% to 7%. TXU Corp. is required to
make periodic payments equal to such principal and interest, including amounts assumed by a third party and
reimbursed to TXU Corp., of $4 million annually for 2003, $7 million for 2004 and $1 million for 2005 and
2006. Annual payments made by TXU Corp., net of amounts assumed by a third party under such contracts, were
$4 million for each of the last three years. In addition, TXU Corp. is obligated to pay certain variable costs of
operating and maintaining the reservoirs. TXU Corp. has assigned to a municipality all its contract rights and
obligations of TXU Corp. in connection with $19 million remaining principal amount of bonds at December 31,
2002, issued for similar purposes, which had previously been guaranteed by TXU Corp. TXU Corp. is, however,
contingently liable in the unlikely event of default by the municipality.

A discontinued engineering and construction business of TXU Gas constructed a plant for which performance
is warranted through 2008.
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Off Balance Sheet Arrangements
See discussion above under “Sale of Receivables.”

Investments in Unconsolidated Entities TXU Corp. has a 50% voting interest in Pinnacle. TXU Corp.’s investment
in Pinnacle is accounted for using the equity method. Assets of the joint venture are not TXU Corp.’s and are
not available to pay creditors of TXU Corp. Pinnacle’s principal investment is in TXU Communications, a
telecommunications business that operates an established incumbent local exchange carrier serving residential
and business customers in East Texas and certain suburbs of Houston, Texas.

Following is a summary of the Pinnacle ownership structure:

° Pinnacle is a limited partnership, with the sole general partnership interest of 0.5% being owned by
Pinnacle One GP, and with two similar 49.75% limited partnership interests each being owned by TXU
Corp. and Zenith, an unaffiliated statutory business trust with a bank as its trustee,

> Pinnacle One GP is equally ownied by Zenith and TXU Corp.,

o

Pinnacle One GP is managed by a board of managers consisting of six individuals, with three managers

being appointed by each owner, and

> Notwithstanding the rights of Zenith to appoint half of Pinnacle One GP’s managers and to participate in
selecting its officers, all of the current managers and officers of Pinnacle One GP, with the exception of
one lower level officer, are directly affiliated with TXU Corp.

In connectior with its formation, Pinnacle issued $810 million of 8.83% senior secured notes due August 15,
2004. The notes are secured by all of Pinnacle’s assets, including its shares of TXU Communications. Total proceeds
{net of transaction costs), including $150 million received from third-party investors, were used by Pinnacle to
make a $600 million cash distribution to TXU Corp., in exchange for TXU Corp.’s contribution of the stock of
TXU Communications to Pinnacle, and fund a trust in the amount of $336 million. The trust assets, including
principal and related interest earned, are being used to pay interest on the senior secured notes and distributions
to the third-party investors. The trust assets consist of TXU Corp. debt securities with a principal amount of
$178 million as of December 31, 2002. The debt securities issued to that trust are reflected in long-term debt
(see Note 7 to Financial Statements for detail listing of debt issues). Interest expense on the note payable totaled
$15 million and $17 million for 2002 and 2001, respectively.

TXU Corp. provides a $200 million revolving credit facility to TXU Communications, expiring 2004, of which
$144 million was outstanding (at an average interest rate of 3.5%) and included in investments on TXU Corp.’s
balance sheet as of December 31, 2002. Interest income on the revolving credit facility totaled $5 million and
$8 million for 2002 and 2001, respectively. In addition, TXU Corp. has made and may make future capital
contributions to Pinnacle to fund a portion of TXU Communications’ capital expenditures. TXU Corp. also
provides administrative services to Pinnacle and its affiliates at cost, which totaled $3 million and $5 million
for 2002 and 2001, respectively.

In connection with the Pinnacle debt transaction, TXU Corp. issued 810,000 shares of Mandatorily Convertible
Single Reset Preference Stock, Series C (Series C Preference Stock) to Pinnacle One Share Trust, a consolidated
trust (Share Trust). The Series C Preference Stock is convertible into common stock of TXU Corp. in the event of:

° adefault by Pinnacle in connection with its $810 million of senior secured notes,

o a decline in the market price of TXU Corp. common stock below $21.93 per share for ten consecutive
trading days (the market price has declined below this price) coupled with a decline in the credit rating for
TXU Corp.’s unsecured, senior long-term obligations to or below BB by S&P or Fitch or BaZ by Moody’s, or

 Pinnacle’s inability to raise sufficient cash to repay its senior secured notes 120 days prior to maturity
{August 2004) through the sale of its shares of TXU Communications or the sale of assets of TXU

Communications.
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TXU Corp. would be required to sell equity, use available liquidity or otherwise raise proceeds sufficient to
repay Pinnacle’s senior secured notes. If TXU Corp. did not have available liquidity or raise sufficient proceeds,
the Share Trust could be required to sell some or all of the Series C Preference Stock. The dividend rate and
conversion price of the Series C Preference Stock would be reset at the time of sale to generate proceeds
sufficient to redeem the senior secured notes. The market price of TXU common stock at the time of sale of
the Series C Preference Stock would determine the dilutive impact to common stockholders. Currently, TXU
Corp. expects that it will have sufficient liquidity or otherwise would be able to sell equity or debt securities to
satisfy its contingent obligations to repay Pinnacle’s debt.

Had TXU Corp. been required to consolidate Pinnacle at December 31, 2002, TXU Corp.’s debt would have
increased by approximately $648 million. TXU Corp. does not believe that a consolidation of Pinnacle would
have a material impact on its liquidity or financial condition.

For the years ended December 31, 2002 and 2001, Pinnacle reported revenues of $215 million and $202 million,
respectively, and incurred a net loss of $180 million and $106 million, respectively, due largely to impairments
of goodwill and other long-lived assets in 2002 of $75 million after-tax, interest expense on the senior secured
notes and the distributions to the third-party investors. TXU Corp. recorded its equity in Pinnacle’s losses for
the years ended December 31, 2002 and 2001, of $104 million and $53 million, respectively, which is reported
in other deductions in the statement of income. At December 31, 2002, Pinnacle had total assets of approximately
$858 million (including goodwill of $318 million) and liabilities of $1.1 billion, including long-term debt
securities of $810 million issued at the time of Pinnacle’s formation. TXU Corp.’s investment in Pinnacle was
negative $392 million as of December 31, 2002, classified in noncurrent liabilities and other deferred credits in
the balance sheet. The $392 million represents TXU Corp.’s potential obligation under the partnership agreement,
including retirement of the $810 million in debt and amounts due the partner, net of estimated value realizable
from the business.

As a result of the impairments of goodwill and long-lived assets recorded by Pinnacle, TXU Corp. evaluated its
potential obligations related to the partnership arrangement. TXU Corp. determined that it was probable, in
light of the decline in value of the business, that an economic loss had occurred, and accordingly recorded a
charge of $150 million (without tax benefit) in 2002, reported in other deductions in the statement of income.
Contingent income tax amounts payable related to Pinnacle, in excess of $11 million in accumulated deferred
income taxes recorded at December 31, 2002, total approximately $60 million. Such unrecorded liability would
arise if the business was sold at its current estimated fair value.

In February 2003, TXU Corp. and Zenith entered into a Put/Call Agreement pursuant to which TXU Corp.
has the right, at any time, to buy from Zenith all of its interests in Pinnacle and in Pinnacle’s general partner
for $150 million. Conversely, Zenith has the right to require TXU Corp. to buy those interests for that amount
if (1) there is an event of default under the Pinnacle senior secured notes that leads to acceleration, (ii) the
Pinnacle senior secured notes mature, or (iii) the Pinnacle senior secured notes are redeemed early and there is
a default under TXU Corp.’s $500 million working capital credit facility (based on its terms as of February 2003
and without regard to future amendments). In consideration of the rights accorded TXU Corp. under the
agreement and applicable accounting rules, TXU Corp. will consolidate the operations of Pinnacle in its financial
statements effective with reporting for the first quarter of 2003.

Under Rule 309 of Regulation S-X, TXU Corp. is required to file separate audited financial statements of
Pinnacle. TXU Corp. expects to file those financial statements by amendment to its Form 10-K on or before
March 31, 2003.

TXU Corp. has equity ownership interests in certain various other businesses which are accounted for using the
equity method. There are no material contingencies related to these investments other than Pinnacle described
above, and TXU Corp. has not provided any guarantees related to these investments.
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Quantitative and Qualitative Disclosure About Market Risk

Market risk is the risk that TXU Corp. may experience a loss in value as a result of changes in market conditions
such as commodity prices, interest rates or foreign currency exchange rates, which TXU Corp. is exposed to in
the ordinary course 'of business. TXU Corp.’s exposure to market risk is affected by a number of factors, including
the size, duration and composition of its energy and financial portfolio, as well as volatility and liquidity of
markets. TXU Corp. enters into financial instruments, including cash flow hedges to manage interest rate risks
and foreign currency exchange rate risks related to its indebtedness, as well as exchange traded, OTC contracts
and other contractual commitments to manage commodity price risk in its portfolio management activities.

Risk Owversight

TXU Corp.’s portfolic management operations manage the market, credit and operational risk of the unregulated
energy business within limitations established by senior management and in accordance with TXU Corp.’s
overall risk management policies. Market risks are monitored daily by risk management groups that operate and
report independently of the portfolic management operations, utilizing industry accepted practices and analyt-
ical methodologies. These techniques measure the risk and change in value of the portfolio of contracts and the
hypothetical effect on this value from changes in market conditions and include, but are not limited to, Value
at Risk (VaR) methodologies.

TXU Corp. has a corporate risk management organization that is headed by a chief risk officer. The chief risk
officer, through his designees, enforces the VaR limits by region, including the respective policies and procedures
to ensure compliance with such limits and evaluates the risks inherent in the various businesses of TXU Corp.
and their asscciated transactions. Key risk control activities include, but are not limited to, credit review and
approval, operational and market risk measurement, validation of transactions, portfolio valuation and daily

portfolio reporting, including mark-to-market valuation, VaR and other risk measurement metrics.

Commodity Price Risk

TXU Corp. is subject to the inherent risks of market fluctuations in the price of electricity, natural gas and
other energy-related products marketed and purchased. Through its portfolio management operations, TXU
Corp. actively manages its portfolio of owned generation, fuel supply and retail load to mitigate the impacts of
these risks on its results of operations. ‘

In managing energy price risk, TXU Corp. enters into short- and long-term physical contracts, financial contracts
that are traded on exchanges and OTC, and bilateral contracts with customers. Speculative trading activities
represent a small fraction of the portfolio management process. The portfolio management operation continu-
ously monitors the valuation of identified risks and adjusts the portfolio based on current market conditions.
Valuation adjustments or reserves are established in recognition that certain risks exist until full delivery of
energy has occurred, counterparties have fulfilled their financial commitments and related financial instru-
ments have either matured or are closed out.

VaR Methodology A VaR methodology is used to measure the amount of current and prospective risk that exists
within a portfolio under a variety of market conditions. The VaR process produces an estimate of a portfolio’s
potential for loss given a specified confidence level and considers among other things, market movements utilizing
standard statistical techniques given historical and projected market prices and volarilities. Stress testing of
market variables is also conducted to simulate and address abnormal market conditions.

The use of this method requires a number of key assumptions, such as use of (i) an assumed confidence level;
{ii) an assumed holding period (i.e., the time necessary for management action, such as to liquidate positions);
and (iii) historical estimates of volatility and correlation data.

VaR for Energy Contracts Subject to Mark-to-Market Accounting This measurement estimates the maximum potential

loss in value, due to price risk, of all energy-related contracts subject to mark-to-market accounting, based on a
specific confidence level and an assumed holding period. Assumptions in determining this VaR include using a
95% confidence level and a five-day holding period. A probabilistic simulation methodology is used to calculate
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VaR, and is considered by management to be the most effective way to estimate changes in a portfolio’s value
based on assumed market conditions for liquid markets. TXU Australia uses-a variance-covariance methodology
in deriving its VaR calculation, due to the differences in its market as compared to that of TXU Energy.

2002 2001%
YEAR-END VaR:
North America Energy $23.2 $38.7
Australia $13.4 $17.4
AVERAGE VaR:
North America Energy $38.0 —
Australia $14.8 —

(a) Comparable information on an average VaR basis is not available for the full vear of 2001 because during part of 2001, VaR was calculared using different assumptions
than in 2002 and an average VaR for 2001 would therefore not be comparable.

Portfolio VaR Represents the estimated maximum potential loss in value, due to price risk, of the entire energy
portfolio, including owned assets and all contractual positions (the portfolio assets). Assumptions in determining
this VaR include using a 95% confidence level and a five-day holding period and includes both mark-to-market

and accrual positions expiring over the next ten years.

2002 2001
YEAR-END PORTFOLIO VaR:
North America Energy $143.5 —_
Australia $ 21.9 $16.5
AVERAGE VaR:
Australia $ 22.8 —

(a) Prior to deregulation in Texas, which became effective January 1, 2002, the portfolio assets included in the Portfolio VaR were regulated assets and not subject to market
risk. As a vesult, there is no Porifolio VaR at year-end 2001 and ne average Portfolio VaR for either 2001 or 2002,

Other Risk Measures The metrics appearing below provide information regarding the effect of energy price risk
on earnings and cash flow. Similar metrics for TXU Australia are not available.

North America Earnings at Risk (EaR) EaR measures the estimated maximum shortfall in fiscal year projected
margin (revenues less cost of energy sold), due to price risk. EaR metrics include the portfolio assets except for
accrual positions expected to be settled beyond the fiscal year. Assumptions include using a 95% confidence
level over a five-day holding period under normal market conditions. As of December 31, 2002, the EaR for
TXU Energy was $27.7 million. As this measure is stated on the last business day of 2002, it represents the EaR
measure for fiscal year 2003.

North America Cash Flow at Risk (CFaR) CFaR measures the estimated maximum shortfall of projected cash flow
over the next six months, due to price risk. CFaR metrics include all portfolio positions that impact cash flow
during the next six months. Assumptions include using a 99% confidence level over a 125 business-day holding
period under normal market conditions. As of December 31, 2002, the CFaR, based on a contract settlement
period of six months, was $177.5 million.

Interest Rate Risk

The table below provides information concerning TXU Corp.’s financial instruments as of December 31, 2002
and 2001, thar are sensitive to changes in interest rates, which include debt obligations, interest rate swaps and
trust securities. TXU Corp. has entered into interest rate swaps under which it has agreed to exchange the
difference between fixed-rate and variable-rate interest amounts calculated with reference to specified notional
principal amounts at dates that generally coincide with interest payments. For trust securities, the table presents
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cash flows based on December 31, 2002, book value and the related weighted average rate by expected redemption
date. The weighted average rate is based on the rate in effect at the reporting date. Capital leases and the effects

of unamortized premiums and discounts and fair value hedges on long-term debt are excluded from the table.

See Note 7 to Financial Statements for a discussion of changes in debt obligations.

Expected Maturity Date

2002 2001
There- 2002 Fair 2001 Fair
2003 2004 2005 2006 2007 after Total Value Total Value
Long-term debt (including

current maturities)

Fixed rate @ $837 $654 $401 $816 $227 $6,408 $9,343 $9.327 $10,391 $10,657
Average interest rate 6.17% 6.56% 6.91% 6.35% 5.13% 6.78% 6.64% — 6.77% —

Variable rate $ 1?7 $872 $ 1 $205 $158 $ 502 $1,755 $1,800 b 4412 5 4412
Average interest rate 5.61% 5.92% 12.80% 5.31% 5.29% 2.02% 4.68% — 3.79% —

Equity-linked debt securities

Fixed rate — — — $500 $500 $ 440 $1,440 $1,276 $ 350 $ 356
Average interest rate — — — 4.75% 5.45% 5.80% 531% — 6.50% —

Variable rate — — — — — — — — $ 1,000 $ 997
Average interest rate — —_ — — — — — — 2.50% —_

Trust securities

Fixed rate — — — — — $ 368 $ 368 $ 346 $ 368 $ 386
Average interest rate — — — — — 7.82% 7.82% — 7.82% —

Variable rate — — — — — $ 147 $ 147 $ 150 5147 5 150
Average interest rate — — — — — 3.95% 3.95% — 3.95% —

Preferred stock of subsidiary subject

to mandatory redemption

Fixed rate $ 10 $ 10 $ 1 — — — $ 21 $ 15 $ 21 3 21
Average interest rate 6.68% 6.68% 6.98% — — -— 6.69% — 6.69% —

[nterest rate swaps
(notional amounts)

Variable to fixed $467 0 $342 $514 $407 — $1,800 $ (57) $ 3325 $ (130)
Average pay rate 6.16% 6.48% 6.25% 6.15% 571% — 6.10% — 6.60% —
Average reczive rate 4.26% 4.64% 4.79% 4.93% 4.79% — 4.68% — 4.11% —

Fixed o variable $244 — - $250 — $ 100 $ 594 $ 57 $ 3,371 $ 58
Average pay rate 4.76% — — 1.43% — 1.43% 2.80% — 2.50% —
Average receive rate 5.86% — — 6.75% — 7.25% 6.47% — 597% —

(a) Reflects the maturity date and not the remarketing date for certain debt which is subject to mandatory tender for remarketing prior to maturity. See Note 7 to Financial

Statements for details concerning long-term debt subject to mandatory tender for remarketing.

Foreign Currency Risk TXU Corp. has exposure to foreign currency risks, primarily associated with the Australian

operations. TXU Australia has accessed the US capital markets and issued dollar denominated obligations.

TXU Corp. enters into currency swaps, options and forwards, where appropriate, to manage foreign currency

exposure. The following table summarizes notional amounts at the contract exchange rates, weighted-average

contractual exchange rates and estimated fair value by contract marurity for open contracts at December 31,

2002 and 2001:

Expecred Marurity Date

(Millions of dollars, except exchange rates) 2002 2001

There- 2002 Fair Fair

2003 2004 2005 2006 2007 after Total Valug Value

Australian dollar — — — $ 250 $219 $ 100 $ 569 $95 $102
Average exchange rate — — — $0.69 $0.53 5081 $0.65 — —
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Credit Risk Credit risk relates to the risk of loss associated with non-performance by counterparties. TXU Corp.
maintains credit risk policies with regard to its counterparties to minimize overall credit risk. These policies
require an evaluation of a potential counterparty’s financial condition, credit rating, and other quantitative
and qualitative credit criteria and specify authorized risk mitigation tools, including but not limited to use of
standardized agreements that allow for netting of positive and negative exposures associated with a single
counterparty. TXU Corp. has standardized documented processes for monitoring and managing its credit exposure,
including methodologies to analyze counterparties’ financial strength, measurement of current and potential
future credit exposures and standardized contract language that provides rights for netting and set-off. Credit
enhancements such as parental guarantees, letters of credit, surety bonds and margin deposits are also urilized.
Additionally, individual counterparties and credit portfolios are managed to preset limits and stress tested to
assess potential credit exposure. This evaluation results in establishing credit limits or collateral requirements
prior to entering into an agreement with a counterparty that creates credit exposure to TXU Corp. Additionally,
TXU Corp. has established controls to determine and menitor the appropriateness of these limits on an ongoing
basis. Any prospective material adverse change in the financial condition of a counterparty or downgrade of its
credit quality will result in the reassessment of the credit limit with that counterparty. This process can result
in the subsequent reduction of the credit limit or a request for additional financial assurances.

Concentration of Credit Risk
TXU Corp.’s gross exposure to credit risk represents trade accounts receivable, commodity contract assets and
derivative assets. (See Note 18 to Financial Statements for amount of gross exposure by region.)

A large share of gross assets subject to credit risk represents accounts receivable from the retail sale of electricity
and gas to residential and small commercial customers. The risk of material loss from non-performance from
these customers is unlikely based upon historical experience. Reserves for uncollectible accounts receivable are
established for the potential loss from non-payment by these customers based on historical experience and market
or operational conditions. The restructuring of the electric industry in Texas effective January 1, 2002, increases
the risk profile of TXU Corp. in relation to these customers; however, TXU Corp. has the ability to rake actions
to mitigate such customer risk, particularly with the change in the POLR rules (see discussion in Note 15 to
Financial Statements under “Provider of Last Resort”). In addition, Oncor has exposure to credit risk as a result
of non-performance by nonaffiliated REPs.

Most of the remaining trade accounts receivable are with large C&I customers. TXU Corp.’s wholesale
commodity contract counterparties include major energy companies, financial institutions, gas and electric urilities,
independent power producers, oil and gas producers and energy trading companies.

The following table presents the distribution of credit exposure as of December 31, 2002, for commodity contract
assets, and derivative assets and trade accounts receivable from large C&I customers, by investment grade and
noninvestment grade, credit quality and maturity.

Exposure by Maturity

Exposure
before Greater
Credit Credit Net  Less than 2-5 than
Collateral  Collateral Exposure 2 years years 3 years Total
Investment grade $ 950 $ (61) $ 889 $ 777 $108 $ 4 $ 889
Noninvestment grade 517 (153) 364 339 25 — 364
Totals $1,467 $(214) $1,253 $1,116 $133 $ 4 $1,253
Investment grade 65% 28% 1%
Noninvestment grade 35% 2% 29%
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The exposure ro credir risk from these customers and counterparties, excluding credit collateral, as of December 31,
2002, is $1.5 tillion net of standardized master netting contracts and agreements which provide the right of offset
of positive and negative credit exposures with individual customers and counterparties. When considering
collateral currently held by TXU Corp. (cash, letters of credit and other security interests), the net credit
exposure is $1.3 billion. Of this amount, approximately 71% of the associated exposure is with investment grade
customers and counterparties, as determined using publicly available information including major rating agencies’
published ratings and TXU Corp.’s internal credit evaluation process. Those customers and counterparties
without an S&P rating of at least BBB- or similar rating from ancther major rating agency are rated using internal
credit methodologies and credit scoring models to estimate an S&P equivalent rating. TXU Corp. routinely
monitors and manages its exposure to credit risk to these customers and counterparties on this basis.

TXU Corp. had no exposure to any one customer or counterparty greater than 10% of the net exposure of $1.3
billion at December 31, 2002. Additionally, approximately 89% of the credit exposure, net of collateral held,
has a maturity date of less than two years. TXU Corp. does not anticipate any material adverse effect on its

financial position or results of operations as a result of non-performance by any customer or counterparty.

Regulation and Rates

Restructuring Legislation See Note 15 to Financial Statements for a description of the significant provisions of
the legislation passed by the Texas Legislature regarding the restructuring of the Texas electricity market to provide
for a transition to competition. The opening of the Texas market to competition was effective January 1, 2002.

TXU Gas TXU Gas employs a continuing program of rate review for all classes of customers in its regulatory
jurisdictions. During 2002, rate cases were filed in 147 cities. The status of these cases is as follows: settlements
were reached with 73 of these cities for annual increases aggregating $9 million; rate cases were withdrawn
from 23 cities; and 51 cities declined settlement offers and passed ordinances denying the rate increases. On
July 15, 2002, TXU Gas filed an appeal of these cities’ actions with the Railroad Commission of Texas (RRC).
A settlement was reached for $7.5 million. These settiements adjusted other aspects of the TXU Gas tariffs.
The toral annualized impact of the 2002 rate settlements and associated tariff adjustments is $22 million. In
July 2001 and August 2001, TXU Gas filed two cases, a gas cost review, and a gas cost reconciliation, covering
the period between November 1997 and June 2001, seeking to recover $29 million of under-recovered gas costs.
On August 6, 2002, a settlement was approved by the RRC authorizing TXU Gas to recover $18 million of this
amount, which has been recovered through a surcharge, while $11 million in under-recovered gas costs remains
pending. On August 30, 2002, TXU Gas filed the city gate gas cost reconciliation for the twelve-month period
ended June 30, 2002, with the RRC. During this period TXU Gas over-recovered its gas cost by $24 million,
which is being refunded from October 2002 through June 2003. The refund has no material impact on the net
income of TXU Gas.

TXU Energy Under Commission rules, affiliated REPs of utilities are allowed to petition the Commission twice
per vear for an increase in the fuel factor component of their price-to-beat rates if the average price of natural
gas futures increases more than 4% from the level used to set the previous price-to-bear fuel factor rate. On
August 23, 2002, the Commission approved TXU Energy's request to increase the fuel factor component of its
price-to-beat rates. The fuel factor increase went into effect for the billing cycle that began August 26, 2002.

As a result, average monthly residential bills rose approximately 5%.

In January 2003, TXU Energy filed a request with the Commission to increase the fuel factor component of its
price-to-beat rates based upon significant increases in the market price of natural gas. This request was approved
on March 5, 2003. The fuel factor increase went into effect for the billing cycle that began March 6, 2003. As
a result, average monthly residential bills will rise approximately 12%. In March 2003, the Commission amended
its rules to require that natural gas prices increase more than 5% (10% if the petition is filed afrer November 135
of any year) before allowing petitions for adjustments to the fuel factor component.
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Through calendar year 2002, TXU Energy was the POLR for residential and small non-residential customers in
those areas of ERCOT where customer choice was available outside its historical service territory and was the
POLR for large non-residential customers in its historical service territory. TXU Energy's POLR contract expired
on December 31, 2002. However, in August 2002, the Commission adopted new rules that significantly changed
POLR service. Under the new POLR rules, instead of being transferred to the POLR, non-paying residential
and small non-residential customers served by affiliated REPs are subject to disconnection. Non-paying residential
and small non-residential customers served by non-affiliated REPs are transferred to the affiliated REP. Non-
paying large non-residential customers can be disconnected by any REP if the customer’s contract does not
preclude it. Thus, within the new POLR framework, the POLR provides electric service only to customers who
request POLR service, whose selected REP goes out of business, or who are transferred to the POLR by other
REPs for reasons other than non-payment. No later than October 1, 2004, the Commission must decide whether
all REPs should be permitted to disconnect all non-paying customers. The new POLR rules are expected to
result in reduced bad debrt expense beginning in 2003.

Through a competitive bid process, the Commission selected a POLR to serve for a two-year term beginning
January 1, 2003, for several areas within Texas. In areas for which no bids were submitted, the Commission
selected the POLR by lottery. TXU Energy did not bid to be POLR, but was designated POLR through lottery

for small business and residential customers in certain West Texas service areas and for small business customers

in the Houston service area.

Australia The distribution tariffs for electricity until December 31, 2005, and for gas until December 31, 2007,
were determined by the Essential Services Commission. According to the determination, the gas distribution
tariffs are to be increased by 2.2% for 2003. Each subsequent year, the tariffs are to increase by 0.8% plus
Consumer Price Index increase.

In Victoria and New South Wales, the residential electricity markets have both become conrestable since
January 2002, and the residential gas markets have become contestable in New South Wales, from January 2002
and in Victoria, from October 2002. The residential energy prices are still regulated and determined by the
government bodies of the respective States of Victoria and New South Wales.

In South Australia, the residential energy market has been competitive since January 2003. TXU Australia
intends to enter this market during 2003.

Summary Although TXU Corp. cannot predict future regulatory or legislative actions or any changes in economic
and securities market conditions, no changes are expected in trends or commitments, other than those discussed

in this report, which might significantly alter its basic financial position, results of operations or cash flows.

Risk Factors That May Affect Future Results

The following risk factors are being presented in consideration of industry practice with respect to disclosure of

such information in filings under the Securities Exchange Act of 1934, as amended.

Some important factors, in addition to others specifically addressed in this Management’s Discussion and Analysis
of Financial Condirion and Results of Operations, that could have a material impact on TXU Corp.’s operations,
financial results and financial condition, and could cause TXU Corp.’s actual results or outcomes to differ
materially from those discussed in the forward-locking statements set forth below, include:

The competitive electric market in Texas is new. TXU Corp., the Commission, ERCOT and other market
participants have limited operaring history under the market framework creared by the 1999 Restructuring
Legislation. ERCOT is the independent system operator that is responsible for maintaining reliable operations of
the bulk electric power supply system in the ERCOT region. Its responsibilities include ensuring that information
relating to a customer’s choice of REP is conveyed in a timely manner to anyone needing the information.
Some operational difficulties were encountered in the pilot program conducted in 2001 and are currently being
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experienced. Problems in the flow of information between ERCOT, the T&D utilities and the REPs have
resulted in delays in switching customers from one REP to another and delays in billings to and payments from
consumers and REPs. While the flow of information is improving, operational problems in the new system and
processes are still being worked out.

Existing laws and regulations governing the market structure in Texas, including the provisions of the 1999
Restructuring Legislation, could be reconsidered, revised or reinterpreted, or new laws or regulations could
be adopted.

TXU Corp.’s businesses operate in changing market environments influenced by various legislative and regulatory
initiatives regarding deregulation, regulation or restructuring of the energy industry, including deregulation of
the production and sale of electricity. TXU Corp. will need to adapt to these changes and may face increasing

competitive pressure.

TXU Corp.’s businesses are subject to changes in laws (including the Texas Public Utility Regulatory Act, as
amended, Texas Gas Utility Regulatory Act, as amended, Federal Power Act, as amended, Atomic Energy Act,
as amended, Public Urtility Regulatory Policies Act of 1978, as amended, and Public Utility Holding Company
Act of 1935, as amended) and changing governmental regulatory policy and actions (including those of the
Public Utility Commission of Texas, Railroad Commission of Texas, Federal Energy Regulatory Commission,
and U.S. Nuclear Regulatory Commission) with respect to matters including, but not limited to, operation of
nuclear power facilities, construction and operation of other power generation facilities, construction and
operation of transmission facilities, acquisition, disposal, depreciation, and amortization of regulated assets and
facilities, recovery of purchased gas costs, decommissioning costs, and return on invested capital for TXU Corp.s

regulated businesses, and present or prospective wholesale and retail competition.

TXU Corp. is subject to the effects of new, or changes in, income tax rates or policies and increases in taxes
related to property, plant and equipment and gross receipts and other taxes. Further, TXU Corp. is subject to
audit and reversal of its tax positions by the Internal Revenue Service and other taxing authorities.

TXU Corp. is not guaranteed any rate of return on its capital investments in unregulated businesses. TXU Corp.
markets and trades power, including from its own power production facilities, as part of its wholesale energy
sales business and portfolio management operation. TXU Corp.’s results of operations are likely to depend, in
large part, upon prevailing retail rates, which are set, in part, by regulatory authorities, and market prices for
electricity, gas and coal in its regional markets and other competitive markets. Marker prices may fluctuate
substantially over relatively short periods of time. Demand for electricity can fluctuate dramatically, creating
periods of substantial under- or over-supply. During periods of over-supply, prices might be depressed. Also, at
times there may be political pressure, or pressure from regulatory authorities with jurisdiction over wholesale
and retail energy commodity and transportation rates, to impose price limitations, bidding rules and other
mechanisms to address volatility and other issues in these markets.

Some of the fuel for TXU Corp.’s power production facilities is purchased under short-term contracts or on the
spot market. Prices of fuel, including natural gas, may also be volatile, and the price TXU Corp. can obtain for
power sales may not change at the same rate as changes in fuel costs. In addition, TXU Corp. markets and
trades natural gas and other energy related commodities, and volatility in these markets may affect TXU Corp.’s
costs incurred in meeting its obligations.

Volatility in market prices for fuel and electricity may result from:
° severe or unexpected weather conditions,
° seasonality,

 changes in electricity usage,

* the current diminished liquidity in the wholesale power markets as well as any future illiquidity in these or
other markets,
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* fransmission or transportation constraints, inoperability or inefficiencies,

availability of competitively priced alternative energy sources,

° changes in supply and demand for energy commodities,

* changes in power production capacity,

* outages at TXU Corp.’s power production facilities or those of its competitors,

° changes in production and storage levels of natural gas, lignite, coal and crude oil and refined products,

° natural disasters, wars, sabotage, terrorist acts, embargoes and other catastrophic events, and

o federal, state, local and foreign energy, environmental and other regulation and legislation.
In the US, all but one of TXU Corp.’s facilities for power production are located in the ERCOT region, a
market with limited interconnections to other markets. Electricity prices in the ERCOT region are related to
gas prices because gas fired plant is the marginal cost plant unit during the majority of the year in the ERCOT
region. Accordingly, the contribution to earnings and the value of TXU Corp.’s base-load plant is dependent in

significant part upon the price of gas. TXU Corp. cannot fully hedge the risk associated with dependency on
gas because of the expected useful life of TXU Corp.’s power production assets and the size of its position

relative to market liquidity.

To manage its financial exposure related to commaodity price fluctuations, TXU Corp. routinely enters into
contracts to hedge portions of its purchase and sale commitments, weather positions, fuel requirements and
inventories of natural gas, lignite, coal, crude oil and refined products, and other commaodities, within established
risk management guidelines. As part of this strategy, TXU Corp. routinely urtilizes fixed-price forward physical
purchase and sales contracts, futures, financial swaps and option contracts traded in the OTC markets or on
exchanges. However, TXU Corp. cannot cover the entire exposure of its assets or its positions to market price
volatility, and the coverage will vary over time. To the extent TXU Corp. has unhedged positions, fluctuating
commodity prices can impact TXU Corp.’s results of operations and financial position, either favorably or
unfavorably. For additional information regarding the accounting treatment for TXU Corp.’s hedging and
portfolio management activities, see Notes 2 and 14 to Financial Statements. For additional information regarding
the types of contracts and activities of TXU Corp.’s wholesale energy sales business and portfolio management
operation, see the discussion above under “Financial Condition, Liquidity and Capital Resources — Qualitative
and Quantitative Disclosures about Market Risk.”

Although TXU Corp. devotes a considerable amount of management time and effort to the establishment of
risk management procedures as well as the ongoing review of the implementation of these procedures, the
procedures it has in place may not always be followed or may not always work as planned and cannot eliminate
all the risks associated with these activities. As a result of these and other factors, TXU Corp. cannot predict
with precision the impact that its risk management decisions may have on its businesses, results of operations
or financial position. For information regarding TXU Corp.’s risk management policies, see the discussion
above under “Financial Condition, Liquidity and Capital Resources — Quantitative and Qualitative Disclosures

about Market Risk — Risk Oversight.”

In connection with TXU Corp.’s portfolio management activities, TXU Corp. has guaranteed or indemnified
the performance of a portion of the obligations of its portfolio management subsidiaries. Some of these guarantees
and indemnities are for fixed amounts, others have a fixed maximum amount and others do not specify a
maximum amount. The obligations underlying certain of these guarantees and indemnities are recorded on
TXU Corp.’s consolidated balance sheet as both current and noncurrent commodity contract liabilities: These
obligations make up a significant portion of these line items. TXU Corp. might not be able to satisfy all of these
guarantees and indemnification obligations if they were to come due at the same time.
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TXU Corp.’s portfolio management activities are exposed to the risk that counterparties which owe TXU Corp.
money, energy or other commodities as a result of market transactions will not perform their obligations. The
likelihood that certain counterparties may fail to perform their obligations has increased due to financial
difficulties, brought on by improper or illegal accounting and business practices, affecting some participants in
the industry. Some of these financial difficulties have been so severe that certain industry participants have
filed for bankruptcy protection or are facing the possibility of doing so. Should the counterparties to these
arrangements fail to perform, TXU Corp. might be forced to acquire alternative hedging arrangements or honor
the underlying commitment at then-current market prices. In such event, TXU Corp. might incur losses in
addition to amounts, if any, already paid to the counterparties. For information regarding TXU Corp.’s credit
risk, see the discussion above under “Financial Condition, Liquidity and Capital Resources — Quantitative
and Qualitative Disclosure About Market Risk — Credit Risk” and Note 18 to Financial Statements.

The current credit ratings for TXU Corp.’s and its subsidiaries’ long-term debt are investment grade, except for
Moody’s credit rating for long-term debt of TXU Corp. (the holding company), which is one notch below
investment grade. A rating reflects only the view of a rating agency, and it is not a recommendation to buy, sell
or hold securities. Any rating can be revised upward or downward at any time by a rating agency if such rating
agency decides that circumstances warrant such a change. If S&P, Moody’s or Fitch were to downgrade TXU
Corp.’s and/or its subsidiaries’ long-term ratings, particularly below investment grade, borrowing costs would
incicase and the potential pool of investors and funding sources would likely decrease.

Most of TXU Corp.’s large customers, suppliers and counterparties require sufficient creditworthiness in order

to enter into transactions. If TXU Corp.’s subsidiaries’ ratings were to decline to below investment grade, costs
to operate the power and gas businesses would increase because counterparties may require the posting of collateral
in the form of cash-related instruments, or counterparties may decline to do business with TXU Corp.’s subsidiaries.

In addition, as discussed elsewhere in this Annual Report, the terms of certain financing and other arrangements
contain provisions that are specifically affected by changes in credit ratings and could require the posting of

collateral, the repayment of indebtedness or the payment of other amounts.

The operation of power production and energy transportation facilities involves many risks, including start up
risks, breakdown or failure of facilities, lack of sufficient capiral ro maintain the facilities, the dependence on a
specific fuel source or the impact of unusual or adverse weather conditions or other natural events, as well as
the risk of performance below expected levels of outpur or efficiency, the occurrence of any of which could result
in lost revenues and/or increased expenses. A significant portion of TXU Corp.’s facilities was constructed
many years ago. In particular, older generating equipment, even if maintained in accordance with good
engineering practices, may require significant capital expenditures to keep it operating at peak efficiency. This
equipment is also likely to require periodic upgrading and improvement. The increased starting and stopping of
equipment due to the volatility of the competitive market is likely to increase maintenance and capital
expenditures. TXU Corp. is subject to costs associated with any unexpected failure to produce power, including
failure caused by breakdown or forced outage, as well as repairing damage to facilities due to storms, natural
disasters, wars, terrorist acts and other catastrophic events. Further, TXU Corp.’s ability to successfully and
timely complete capital improvements to existing facilities or other capital projects is contingent upon many
variables and subject to substantial risks. Should any such efforts be unsuccessful, TXU Corp. could be subject
to additional costs and/or the write-off of its investment in the project or improvement.

Insurance, warranties or performance guarantees may not cover any or all of the lost revenues or increased
expenses, including the cost of replacement power. Likewise, TXU Corp.'s ability to obtain insurance, and the
cost of and coverage provided by such insurance, could be affected by events outside its control.
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The ownership and operation of nuclear facilities, including TXU Corp.’s ownership and operation of the
Comanche Peak generation plant, involve certain risks. These risks include: mechanical or structural problems;
inadequacy or lapses in maintenance protocols; the impairment of reactor operation and safety systems due to
human error; the costs of storage, handling and disposal of nuclear materials; limitations on the amounts and
types of insurance coverage commercially available; and uncertainties with respect to the technological and
financial aspects of decommissioning nuclear facilities at the end of their useful lives. The following are among
the more significant of these risks:

> QOperational Risk —~ Operations at any nuclear power production plant could degrade to the point where
the plant would have to be shut down. If this were to happen, the process of identifying and correcting the
causes of the operational downgrade to return the plant to operation could require significant time and
expense, resulting in both lost revenue and increased fuel and purchased power expense to meet supply
commitments. Rather than incurring substantial costs to restart the plant, the plant may be shut down.

°

Regulatory Risk — The NRC may modify, suspend or revoke licenses and impose civil penalties for failure
to comply with the Atomic Energy Act, the regulations under it or the terms of the licenses of nuclear

facilities. Unless extended, the NRC operating licenses for Comanche Peak Unit 1 and Unit 2 will expire
in 2030 and 2033, respectively. Changes in regulations by the NRC could require a substantial increase in

capital expenditures or result in increased operating or decommissioning costs.

° Nuclear Accident Risk — Although the safety record of Comanche Peak and nuclear reactors generally has
been very good, accidents and other unforeseen problems have occurred both in the US and elsewhere.
The consequences of an accident can be severe and include loss of life and property damage. Any resulting

liability from a nuclear accident could exceed TXU Corp.'s resources, including insurance coverage.

TXU Corp. will be required to apply a credit to its electricity delivery charges (retail clawback) to REPs in
Texas beginning in early 2004 unless the Commission determines that, on or prior to January 1, 2004, 40% or
more of the amount of electric power that was consumed in 2000 by residential or small commercial customers,
as applicable, within its historical service territories is committed to be served by REPs other than TXU Corp.
Under the Settlement Plan, if the 40% test is not met and a credit is required, the amount of these credits
would be $90 multiplied by the number of residential or small commercial customers, as the case may be, that
TXU Corp. serves on January 1, 2004, in its historical service territories less the number of new retail electric
customers TXU Corp. serves in other areas of Texas. As of December 31, 2002, TXU Corp. had approximately
2.7 million residential and small commercial customers in its historical service territories. Based on assumptions
and estimates regarding the number of customers expected in and out of territory, TXU Corp. recorded an accrual
for retail clawback in 2002 of $185 million ($120 million after-tax). This accrual is subject to adjustment as the
actual measurement dare approaches.

TXU Corp. is subject to extensive environmental regulation by governmental authorities. In operating its
facilities, TXU Corp. is required to comply with numerous environmental laws and regulations, and to obrain
numerous governmental permits. TXU Corp. may incur significant additional costs to comply with these
requirements. If TXU Corp. fails to comply with these requirements, it could be subject to civil or criminal
liability and fines. Existing environmental regulations could be revised or reinterpreted, new laws and regulations
could be adopted or become applicable to TXU Corp. or its facilities, and future changes in environmental laws
and regulations could oceur, including potential regulatory and enforcement developments related to air emissions.

TXU Corp. may not be able to obtain or maintain all required environmental regulatory approvals. If there is a
delay in obtaining any required environmental regulatory approvals or if TXU Corp. fails to obtain, maintain
ot comply with any such approval, the operation of its facilities could be stopped or become subject to additional
costs. Further, at some of TXU Corp.’s older facilities it may be uneconomical for TXU Corp. to install the
necessary equipment, which may cause TXU Corp. to shut down those facilities.
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In addition, TXU Corp. may be responsible for any on-site liabilities associated with the environmental
condition of facilities that it has acquired or developed, regardless of when the liabilities arose and whether
they are known or unknown. In connection with certain acquisitions and sales of assets, TXU Corp. may obtain,
or be required to provide, indemnification against certain environmental liabilities. Another party could fail to
meet its indemnification obligations to TXU Corp.

On January 1, 2002, most retail customers in Texas of investor-owned utilities, and those of any municipal
utility and electric cooperative that opted to participate in the competitive marketplace, became able to choose
their REP. On January 1, 2002, TXU Corp. began to provide retail electric services to all customers who did
not take action to select another REP.

TXU Corp. will not be permitted to offer electricity to residential and small commercial customers in its historical
service territory at a price other than the price-to-beat rate until January 1, 2005, unless before that date the
Commission determines that 40% or more of the amount of electric power consumed by each respective class
of customers in that area is committed to be served by REPs other than TXU Corp. Because TXU Corp. will
not be able to compete for residential and small commercial customers on the basis of price in its historical service
territory, TXU Corp. could lose a significant number of these customers to other providers. In addition, at times,
during this period, if the market price of power is lower than TXU Corp.’s cost to produce power, TXU Corp.
would have a limited ability to mitigate the loss of margin caused by its loss of customers by selling power from
its power production facilities.

Other REPs will be allowed to offer electricity to TXU Corp.’s residential and small commercial customers at
any price. The margin or “headroom” available in the price-to-beat rate for any REP equals the difference between
the price-to-beat rate and the sum of delivery charges and the price that REP pays for power. The higher the
amount of headroom for competitive REPs, the more incentive those REPs should have to provide retail electric
services in a given market.

In addition, TXU Corp. provides commodity and value-added energy management services to the large C&l
customers who did not take action to select another REP beginning on January 1, 2002. TXU Corp. or any
other REP can offer to provide services to these customers at any negotiated price. TXU Corp. believes that
this market will be very competitive; consequently, a significant number of these customers may choose to be
served by another REP, and ahy of these customers that select TXU Corp. to be its provider may subsequently
decide to switch to another provider.

An affiliated REP is obligated to offer the price-to-beat rate to requesting residential and small commercial
customers in the historical service territory of its incumbent utility through January 1, 2007. The initial price-
to-beat rates for the affiliated REPs, including TXU Corp.’s, were established by the Commission on December 7,
2001. Pursuart to Commission regulations, the initial price-to-beat rate for each affiliated REP is 6% less than
the average rates in effect for its incumbent utility on January 1, 1999, adjusted to take into account a new fuel
factor as of December 31, 2001.

The results of TXU Corp.’s retail electric operations in its historical service territory will be largely dependent
upon the amcunt of headroom available to TXU Corp. and the competitive REPs in TXU Corp.’s price-to-beat
rate. Since headroom is dependent, in part, on power purchase costs, TXU Corp. does not know nor can it
estimate the amount of headroom that it or other REPs will have in TXU Corp.’s price-to-beat rate or in the
price-to-beat rate for the affiliated REP in each other Texas retail electric market. Headroom may be a positive
or negative number. If the amount of headroom in its price-to-beat rate is a negative number, TXU Corp. will
be selling power to its price-to-beat rate customers in its historical service territory at prices below its costs of
purchasing and delivering power to those customers. If the amount of positive headroom for competitive REPs
in its price-to-beat rate is large, TXU Corp. may lose customers to competitive REPs.
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In April 2002, pursuant to Commission rules, TXU Corp. filed a request with the Commission to increase the
fuel factor component of its price to beat. On August 23, 2002, the Commission acted on this request, increasing
TXU Corp.’s price-to-beat rates for residential and small commercial customers by slightly less than 5%. In
January 2003, TXU Corp. filed a request with the Commission to increase the fuel factor component of irs
price-to-beat rates based upon significant increases in the market price of natural gas. This request was approved
on March 5, 2003. The fuel factor increase went into effect for the billing cycle that began March 6, 2003. As
a result, the average monthly residential bills will rise by approximately 12%. In March 2003, the Commission
amended its rules to require that natural gas prices increase more than 5% {10% if the petition is filed after
November 15 of any year) before allowing petitions for adjustments to the fuel factor component. There is no
assurance that TXU Corp.’s price-to-beat rate will not result in negative headroom in the future, or that future
adjustments to its price-to-bear rate will be adequate to cover future increases in its costs to purchase power to
serve its price-to-beat rate customers.

In most retail electric markets outside its historical service territory, TXU Corp.’s principal competitor may be
the local incumbent utility company or its retail affiliate. The incumbent utilities have the advantage of long-
standing relationships with their customers. In addition to competition from the incumbent utilities and their
affiliates, TXU Corp. may face competition from a number of other energy service providers, or other energy
industry participants, who may develop businesses that will compete with TXU Corp. in both local and national
markets, and nationally branded providers of consumer products and services. Some of these competitors or

potential competitors may be larger and better capitalized than TXU Corp. If there is inadequate margin in
these retail electric markets, it may not be profitable for TXU Corp. to enter these markets.

TXU Corp. depends on T&D facilities owned and operated by other utilities, as well as its own such facilities,
to deliver the electricity it produces and sells to consumers, as well as to other REPs. If transmission capacity is
inadequate, TXU Corp.’s ability to sell and deliver electricity may be hindered, it may have to forgo sales or it
may have to buy more expensive wholesale electricity that is available in the capacity-constrained area. In
particular, during some periods transmission access is constrained to some areas of the Dallas-Fort Worth metroplex.
TXU Corp. expects to have a significant number of customers inside these constrained areas. The cost to provide
service to these customers may exceed the cost to service other customers, resulting in lower gross margins. In
addition, any infrastructure failure that interrupts or impairs delivery of electricity to TXU Corp.’s customers
could negatively impact the satisfaction of its customers with its service.

Additionally, in Texas, TXU Corp. is dependent on unaffiliated T&D utilities for the reading of its customers’
energy meters. TXU Corp. is required to rely on the utility or, in some cases, the independent transmission
system operator, to provide it with its customers’ information regarding energy usage, and it may be limited in
its ability to confirm the accuracy of the information.

In connection with any future entry into retail electric markets ocutside of Texas, TXU Corp. may be required
under the regulatory structure of the relevant market to rely on utilities with which it may be competing to
perform billing and collection services, the services and functions described in the prior paragraph or other
services and functions. In addition, TXU Corp. may be required to enter into agreements with local incumbent
utilities for use of the local distribution systems and for the creation and operation of functional interfaces
necessary for TXU Corp. to setve its customers. Any delay in these negotiations or TXU Corp.’s inability to
enter into reasonable agreements could delay or negatively impact its ability to serve customers in those markets.

TXU Corp. offers its customers a bundle of services that include, at a minimum, the electric commodity itself
plus transmission, distriburion and related services. To the extent that the prices TXU Corp. charges for this
bundle of services or for the various components of the bundle, either of which may be fixed by contract with
the customer for a period of time, differ from TXU Corp.’s underlying cost to obtain the commodities or services,
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its results of operations would be adversely affected. TXU Corp. will encounter similar risks in selling bundled
services that include non-energy-related services, such as telecommunications, facilities management, and the
like. In some cases, TXU Corp. has little, if any, prior experience in selling these non-energy-related services.

The 1999 Restructuring Legislation required the Commission to determine procedures and criteria for designating
REDP:s to serve as the POLR in areas of the state in which retail competition is in effect. Through calendar year
2002, TXU Corp. was the POLR for residential and small non-residential customers in those areas of ERCOT
where customer choice was available outside its historical service territory, and was the POLR for large non-
residential customers in its historical service territory. TXU Corp.’s POLR contract expired on December 31,
2002. However, in August 2002, the Commission adopted new rules that significantly changed POLR service.
Under the new POLR rules, instead of being transferred to the POLR, non-paying residential and small non-
residential customers served by affiliated REPs are subject to disconnection. Non-paying residential and small
non-residential customers served by non-affiliated REPs are transferred to the affiliated REP. Non-paying large
non-residential customers can be disconnected by any REP if the customer’s contract does not preclude it.
Thus, within the new POLR framework, the POLR provides electric service only to customers who request
POLR service, whose selected REP goes out of business, or who are transferred to the POLR by other REPs for
reasons other than non-payment. No later than October 1, 2004, the Commission must decide whether all
REPs should be permitted to disconnect all non-paying customers. The new POLR rules are expected to result
in reduced bad debt expense beginning in 2003.

Through a competitive bid process, the Commission selected a POLR provider to serve for a two-year term
beginning January 1, 2003, for several areas within the State. In areas for which no bids were submitted, the
Commission selected the POLR by lottery. TXU Corp. did not bid to be the POLR in any area, but was
designated POLR through lottery for small business and residential customers in certain West Texas service
areas and for small business customers in the Houston service area. Under the new rules, as an affiliated REP,
TXU Corp. may have to temporarily provide electric service to some customers that are unable to pay their
electric bills. If the number of such customers is significant and TXU Corp. is delayed in terminating electric
service to those customers, its results of operations may be adversely affected. TXU Corp. cannot be sure whether
the structure of POLR service and obligations will change further, how it will change or what effect, if any, any
further changes would have on TXU Corp.

The information systems and processes necessary to support risk management, sales, customer service and energy
procurement and supply in competitive retail markets in Texas and elsewhere are new, complex and extensive.
TXU Corp. is refining these systems and processes, and they may prove more expensive to refine than planned

and may not work as planned.

Research and development activities are ongoing to improve existing and alternative technologies to produce
electricity, including gas turbines, fuel cells, microturbines and photovolraic (solar) cells. It is possible that
advances in these or other alternative technologies will reduce the costs of electricity production from these

technologies to a level that will enable these technologies to compete effectively with electricity production
from traditional power plants like TXU Corp.’s. While demand for electric energy services is generally increasing
throughout the US, the rate of construction and development of new, more efficient power production facilities
may exceed increases in demand in some regional electric markets. The commencement of commercial operation
of new facilities in the regional markets where TXU Corp. has facilities will likely increase the competitiveness
of the wholesale power market in those regions. In addition, the market value of TXU Corp.’s power produc-
tion and/or energy transportation facilities may be significantly reduced. In addition, electricity demand could
be reduced by increased conservation efforts and advances in technology, which could likewise significantly
reduce the value of TXU Corp.’s facilities. Changes in technology could also alter the channels through which
retail electric customers buy electricity.
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TXU Corp. is subject to employee workforce factors, including loss or retirement of key executives, availability
of qualified personnel, collective bargaining agreements with union employees or work stoppage.

TXU Corp. is a holding company and conducts its operations primarily through wholly owned subsidiaries.
Substantially all of TXU Corp.’s consolidated assets are held by these subsidiaries. Accordingly, TXU Corp.’s
cash flows and ability to meet its obligations are largely dependent upon the earnings of its subsidiaries and the
distribution or other payment of such earnings to TXU Corp. in the form of distributions, loans or advances,
and repayment of loans or advances from TXU Corp.

Because TXU Corp. is a holding company, its obligations to its creditors are structurally subordinated to all
existing and future liabilities and existing and future preferred stock of its subsidiaries. Therefore, TXU Corp.’s
rights and the rights of its creditors to participate in the assets of any subsidiary in the event that such a subsidiary
is liquidated or reorganized are subject to the prior claims of such subsidiary’s creditors and holders of its
preferred stock. To the extent that TXU Corp. may be a creditor with recognized claims against any such
subsidiary, its claims would still be subject to the prior claims of such subsidiary’s creditors to the extent that
they are secured or senior to those held by TXU Corp.

TXU Corp. relies on access to financial markets as a significant source of liquidity for capital requirements not
satisfied by cash on hand or operating cash flows. TXU Corp.’s access to the financial markets could be
adversely impacted by various factors, such as:

° changes in credit markets that reduce available credit or the ability to renew existing liquidity facilities on
acceptable terms;

° inability to access commercial paper markets;
y

° a deterioration of TXU Corp.’s credit or a reduction in TXU Corp.’s credit ratings or the credit ratings of
its subsidiaries;

° extreme volatility in TXU Corp.’s markets that increases margin or credit requirements;
° a material breakdown in TXU Corp.’s risk management procedures;

° continued delays in billing and payment resulting from delays in switching customers from one REP to
another; and

* the occurrence of material adverse changes in TXU Corp.’s business that restrict TXU Corp.’s ability to
access its liquidity facilities.

The inability to raise capital on favorable terms, particularly during times of uncertainty in the financial markets,
could impact TXU Corp.’s ability to sustain and grow its businesses, which are capital intensive, and would
likely increase its capital costs. Further, concerns on the part of counterparties regarding TXU Corp.’s liquidity
and credit could limit its portfolio management activities.

A lack of necessary capital and cash reserves could adversely impact TXU Corp.’s growth plans, its ability to
raise additional debt and the evaluation of its creditworthiness by counterparties and rating agencies.

As a result of the energy crisis in California during 2001, the recent volatility of natural gas prices in North
America, the bankruptcy filing by Enron Corporation, accounting irregularities of public companies, and
investigations by governmental authaorities into energy trading activities, companies in the regulated and non-
regulated utility businesses have been under a generally increased amount of public and regulatory scrutiny.
Accounting irregularities at certain companies in the industry have caused regulators and legislators to review
current accounting practices and financial disclosures. The capital markets and ratings agencies also have increased
their level of scrutiny. Additionally, allegations against various enetgy trading companies of “round trip” or “wash”
transactions, which involve the simultaneous buying and selling of the same amount of power at the same price
and provide no true economic benefit, power market manipulation and inaccurate power and commodity price
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reporting have had a negative effect on the industry. TXU Corp. believes that it is complying with all applicable
laws, but it is difficult or impossible to predict or-control what effect these events may have on TXU Corp.’s
financial condition or access to the capital markets. Additionally, it is unclear what laws and regulations may
develop, and TXU Corp. cannot predict the ultimate impact of any future changes in accounting regulations or
practices in general with respect to public companies, the energy industry or its operations specifically.

TXU Corp. is subject to costs and other effects of legal and administrative proceedings, settlements, investigations
and claims. Since October 2002, at least twenty-five [awsuits have been filed in federal and state courts in Texas
against TXU Corp. and various of its officers, directors and underwriters. In addition, TXU Corp. is unable to
predict whether its decision to exit all of its operations in Europe might result in lawsuits by the creditors of or
others associated with TXU Europe. Such current and potential legal proceedings could result in payments of
judgment or sertlement amounts.

TXU Corp.’s regulated businesses are subject to cost-of-service regulation and annual earnings oversight. This
regulatory treatment does not provide any assurance as to achievement of earnings levels.

The market price of TXU Corp.’s common stock has been volatile recently, and a variety of factors could cause
the price to fluctuate in the future. In addition to the matters discussed above and in TXU Corp.'s other filings
under the Securities Exchange Act of 1934, as amended, the following could impact the market price for TXU
Corp.’s common stock:

¢ developments related to TXU Corp.’s businesses;

» fluctuations in TXU Corp.s results of operations;

o the level of dividends;

° TXU Corp.’s debt to equity ratios and other leverage ratios;

s effect of significant events relating to the energy sector in general;

* sales of TXU Corp. securities into the marketplace;

° general conditions in the industry and the eriergy markets in which TXU Corp. is a participant;

* the worldwide economy;

< an outbreak of war or hostilities;

* a shortfall in revenues or earnings compared to securities analysts’ expectations;

* changes in analysts’ recommendations or projections; and

* actions by credit rating agencies.
Fluctuations in the market price of TXU Corp.’s common stock may be unrelated to TXU Corp.’s performance.

General market price declines or market volatility could adversely affect the price of TXU Corp.’s common stock
and the current market price may not be indicative of future market prices.

The issues and associated risks and uncertainties described above are not the only ones TXU Corp. may face.
Additional issues may arise or become material as the energy industry evolves. The risks and uncertainties
associated with these additional issues could impair TXU Corp.’s businesses in the future. Reference is made to
the discussion under Liquidity and Capital Resources.
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FORWARD-LOOKING STATEMENTS

This report and other presentations made by TXU Corp. and its subsidiaries (collectively, TXU Corp.) contain
forward-looking statements within the meaning of Section 21E of the Securities Exchange Act of 1934, as
amended. Although TXU Corp. believes that in making any such statement its expectations are based on
reasonable assumptions, any such statement involves uncertainties and is qualified in its entirety by reference
to the following important factors, among others, that could cause the actual results of TXU Corp. to differ
materially from those projected in such forward-looking statements: (i) prevailing governmental policies and
regulatory actions, including those of the Federal Energy Regulatory Commission, the Commission, the RRC,
the Nuclear Regulatory Commission, particularly with respect to allowed rates of return, industry, market and
rate structure, purchased power and investment recovery, operations of nuclear generating facilities, acquisitions
and disposal of assets and facilities, operation and construction of plant facilities, decommissioning costs, present
or prospective wholesale and retail competition, changes in tax laws and policies and changes in and compliance
with environmental and safety laws and policies, (ii) general industry trends, (iii) weather conditions and other
natural phenomena, and acts of sabotage, wars or terrorist activities, (iv) unanticipated population growth or
decline, and changes in market demand and demographic patterns, (v} competition for retail and wholesale
customers, (vi) pricing and transportation of crude oil, natural gas and other commodities, (vii) unanticipated
changes in interest rates, commodity prices, rates of inflation or foreign exchange rates, (viii) unanticipated
changes in operating expenses, liquidity needs and capital expenditures, {(ix) commercial bank market and
capital market conditions, (x) competition for new energy development opportunities, (xi) legal and adminis-
trative proceedings and settlements, (xii) inability of the various counterparties to meet their obligations with
respect to TXU Corp.’s financial instruments, (xiii) changes in technology used and services offered by TXU Corp.,
and (xiv) significant changes in TXU Corp.’s relationship with its employees and the potential adverse effects
if labor disputes or grievances were to occut, (xv) power costs and availability, (xvi) changes in business strategy,
development plans or vendor relationships, (xvii) availability of qualified personnel, (xviii) implementation of
new accounting standards, (xix) global financial and credit market conditions, and credit rating agency actions
and (xx) access to adequate transmission facilities to meet changing demands.

Any forward-looking statement speaks only as of the date on which such statement is made, and TXU Corp.
undertakes no obligation to update any forward-looking statement to reflect events or circumstances after the
date on which such statement is made or to reflect the occurrence of unanticipated events. New factors emerge
from time to time and it is not possible for TXU Corp. to predict all of such factors, nor can it assess the impact
of each such factor or the extent to which any factor, or combination of factors, may cause actual results to
differ materially from those contained in any forward-looking statement.
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The management of TXU Corp. is responsible for the preparation, integrity and objectivity of the consolidated

financial statements of TXU Corp. and its subsidiaries and other information included in this report. The i
consolidated financial statements have been prepared in conformity with accounting principles generally

accepted in the United States of America. As appropriate, the statements include amounts based on informed

estimates and judgments of management.

The management of TXU Corp. is responsible for establishing and maintaining a system of internal control
which includes the internal controls and procedures for financial reporting, that is designed to provide reasonable
assurance, on a cost-effective basis, that assets are safeguarded, transactions are executed in accordance with
management’s authorization and financial records are reliable for preparing consolidated financial statements.
Management believes that the system of control provides reasonable assurance that errors or irregularities that
could be material to the consolidated financial statements are prevented or would be detected within a timely
period. Key elements in this system include the effective communication of established written policies and
procedures, selection and training of qualified personnel and organizational arrangements that provide an
appropriate division of responsibility. This system of control is augmented by an ongoing internal audit program
designed to evaluate its adequacy and effectiveness. Management considers the recommendations of the internal
auditors and independent auditors concerning TXU Corp.’s system of internal control and takes appropriate
actions which are cost-effective in the circumstances. Management believes that, as of December 31, 2002,
TXU Corp.’s system of internal control was adequate to accomplish the objectives discussed herein.

The Board of Directors of TXU Corp. addresses its oversight responsibility for the consolidated financial statements
through its Audit Committee, which is composed of directors who are not employees of TXU Corp. The Audit
Committee meets regularly with TXU Corp.’s management, internal auditors and independent auditors to review
matters relating to financial reporting, auditing and internal control. To ensure auditor independence, both the
internal auditors and independent auditors have full and free access to the Audit Committee.

The independent auditing firm of Deloitte & Touche LLP is engaged to audit, in accordance with auditing
standards generally accepted in the United States of America, the consolidated financial statements of TXU

Corp. and its subsidiaries and to issue their report thereon.

S %,

Erle Nye, Chairman of the Board T. L. Baker, Oncor
and Chief Executive Group President
\
'S !
éfv\N 2 M /04
Brian N. Dickie, TXU Energy H. Dan Farell, Executive Vice President
Group President and Chief Financial Officer

/) A

Biggs C. Porter, Controller and
Principal Accounting Officer
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INDEPENDENT AUDITORS REPORT

TXU CORP.:

We have audited the consolidated balance sheets of TXU Corp. and subsidiaries (the Company) as of
December 31, 2002 and 2001 and the related consolidated statements of income, comprehensive income, cash
flows and shareholders’ equity for each of the three years in the period ended December 31, 2002. These
financial statements are the responsibility of the Company’s management. QOur responsibility is to express an

opinion on these financial statements based on our audits.

We conducted our audits in accordance with audiring standards generally accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of marterial misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall

financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial
position of TXU Corp. and subsidiaries at December 31, 2002 and 2001 and the results of their operations and
their cash flows for each of the three years in the period ended December 31, 2002, in conformity with accounting
principles generally accepted in the United States of America.

As discussed in Note 2 to the Notes to Financial Statements, TXU Corp. changed its method of accounting for

goodwill amortization in 2002 in connection with the adoption of Statement of Financial Accounting Standards

No. 142, Goodwill and Other Intangible Assets.

As discussed in Note 3 to the Notes to Financial Statements, TXU Corp. has discontinued its operations in
Europe. The loss on discontinuance and results prior to the discontinuance are included in income from
discontinued operations in the accompanying financial statements.

T ek LLP

Dallas, Texas
February 14, 2003
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YEAR ENDED DECEMBER 31,
{millions of dollars, except per share amounts) 2002 2001 2000
Operating revenues $10,034 $10,049 $9,647
Costs and expenses:
Cost of energy sold and delivery fees 4,198 4,232 4,206
Operating costs 1,660 1,532 1,522
Depreciation arid amortization, other than goodwill 858 785 768
Selling, general and administrative expenses 1,260 1,000 852
Franchise and revenue-based taxes 479 530 402
Other income (56) (51) (157)
Other deductions 514 185 83
Interest income (32) (84) (46)
Interest expense and other charges 884 965 1,023
Goodwill amortization — 43 50
Total costs and expenses 9,765 9,137 8,703
Income from continuing operations before income taxes and extraordinary loss 269 912 944
Income tax expense 94 273 278
Income from continuing operations before extraordinary loss 175 639 666
Income {loss) from discontinued operations, net of tax effect (4,210) 192 250
Extraordinary loss, net of tax effect (175) (154) —
Net income (loss) before preference stock dividends (4,210) 6717 916
Preference stock dividends 22 22 12
Net income (loss) available for common stock $ (4,232) $ 655 $ 904
Average shares of common stock outstanding {millions) 278 259 264
Per share of common stock:
Basic and diluted earnings
Income from continuing operations before extraordinary loss $ 0.55 $ 2.38 $ 2.48
Income (loss) on discontinued operations, net of tax effect $ (15.15) $ 074 $ 0.95
Extraordinary loss, net of tax $ (0.63) $ (0.60) $ —
Net income (loss) available for common stock $ (15.23) $ 252 $ 343
Dividends declared $ 1.925 $ 2.40 $ 2.40

See Notes to Financial Statements.
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YEAR ENDED DECEMBER 371,

(millions of dollars) 2002 2001 2000
Components related to continuing operations:

Income from continuing operations before extraordinary loss $ 175 $ 639 $ 666

Orther comprehensive income (loss) —

Net change during period, net of tax effects:

Cumulative foreign currency translation adjustment 76 (61) (98)
Investments classified as available for sale:
Unrealized holding losses {net of tax benefit of $12) — — (22)
Reclassification of net gain realized on sale of investments to
other deductions (net of tax benefit of $1 and $5) — (2) (9
Minimum pension liability adjustments (net of tax benefit of $45, $3 and $—) (83) (6) 1
Cash flow hedges:
Cumulative transition adjustment as of January 1, 2001
(net of rax benefit of $12) — (2%) —
Net change in fair value of derivatives (net of rax benefit of $119 and $34) (229) (79) —
Amounts realized in eamings during the year
(ner of tax expense of $38 and $25) 81 62 —
Total {155) (111) (128)
Comprehensive income from continuing operations . 20 528 538

Components related to discontinued operations:

Income (loss) on discontinued operations, net of tax effect (4,210) 192 250
Cumulative foreign currency translation adjustment 253 (88) (238)
Investments classified as available for sale (net of tax expense of $24 and $12) — 55 18
Reclassification of net gain realized on sale of investments to other deductions
{net of tax benefit of $21 and $9) — (50) (2hH)
Cash flow hedges:
Cumulative transition adjustment as of January 1, 2001
(net of tax benefit of $46) — (107) —
Net change in fair value of derivatives (net of tax benefit of $18 and $37) (41) (86) —
Amounts realized in earnings during the year
(net of tax expense of $37 and $57) 87 131 —
Total 299 (145) (231)

Comprehensive income from discontinued operations

Extraordinary loss, net of tax effect

Comprehensive income {loss)

See Notes o Financial Statements.
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YEAR ENDED DECEMBER 31,

{millions of dollars) 2002 2001 2000
Cash flows — operating activities
Income from continuing operations before extraordinary loss $ 175 $ 639 $ 666
Adjustments to reconcile income from continuing operations
to cash provided by operating activities:
Depreciation and amortization 949 {,024 1,023
Deferred income taxes and investment tax credits — net 67 (35) 90
Gains from sale of assets (31) (1) (130)
Reduction of revenues for earnings in excess of regulatory earnings cap — 40 310
Net effect of unrealized mark-to-market valuations of commodity contracts 67 (319) (5)
Net loss associated with unconsolidated affiliates and joint ventures 255 53 18
Asset impairments and writedowns 253 — —
Retail clawhack accrual 185 — —
Reduction in regulatory liability (151) — —
Over{under)-recovered fuel costs — 568 (813)
Changes in operating assets and liabilities:
Accounts receivable ~ trade (518) 501 (907)
Inventories (54) (49) 27
Accounts payable — trade 176 (833) 1,001
Commodity contract assets and liabilities (10) (32) 28
Margin deposits — 227 (225)
Other assets (62) 42 (274)
Other liabilities 40 51 99
Cash provided by operating activities 1,341 1,876 908
Cash flows - financing activities
Issuances of securities:
Equity-linked debt securities 440 1,000 —
Exchangeable subordinated notes 750 — —
Other long-term debt 3,377 4,954 1,451
Preference stock — — 300
Common stock 1,274 354 2
Retirements/repurchase of securities:
Long-term debt (3,596) (4,641) (1,051)
Subsidiary obligated, mandatorily redeemable, preferred
securities of subsidiary trusts, each holding solely junior
subordinated debentures of the obligated subsidiary — (837) —
Common stock — (44) (596)
Change in notes payable:
Commercial paper (844) (1,035) 3]
Banks 1,242 615 (142)
Cash dividends paid:
Common stock (652) (621) (634)
Preference stock (22) (22) (11)
Debt premium, discount, financing and reacquisition expenses (493) (232) (19)
Cash provided by (used in) financing activities 1,476 (509) (669)
Cash flows ~ investing activities
Capital expenditures (996) (1,248) {1,038)
Acquisitions of businesses (36) — (339)
Proceeds from sale of assets 449 26 627
Cash distributions from equity investee — — 599
Nuclear fuel (51) (38) (87)
Other (213) 59 (61)
Cash used in investing activities (847) (1,201) (299)
Effect of exchange rate changes on cash and cash equivalents (11) { 10
Cash contributions to discontinued operations {601) — —
Net change int cash and cash equivalents 1,358 167 (50)
Cash and cash equivalents — beginning balance 216 49 99
Cash and cash equivalents — ending balance $ 1,574 $ 216 $ 49

See Notes to Financial Statements.
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DECEMBER 31,
(millions of dollars) 2002 2001
ASSETS
Current assets
Cash and cash equivalents $ 1,574 $ 216
Accounts receivable — trade 1,696 1,165
Income taxes receivable 488 —
Inventories 493 439
Commodity contract assets 1,298 848
Other current assets 263 232
Total current assets 5,812 2,900
Investments
Restricted cash 306 —
Other investments 757 985
Property, plant and equipment — net 19,642 19.419
Goodwill 1,588 1,520
Regulatory assets — net 1,772 1,733
Commodity contract assets 657 548
Cash flow hedges and other derivative assets 150 163
Other noncurrent assets 207 175
Assets ~ discontinued operations — 14,875
Total assets $30,891 $42,318
LIABILITIES AND SHAREHOLDERS” EQUITY
Current liabilities

Notes payable

Commercial paper 3 18 $ 853
Banks 2,306 1,061
Long-term debt due currently 855 866
Accounts payable - trade 1,054 859
Commaodity contract liabilities 1,138 630
Other current liabilities 1,250 1,170
Total current liabilities 6,621 5,439
Accumulated deferred income taxes 3,607 3,361
Investment tax credits 453 479
Commodity contract liabilities 351 255
Cash flow hedges and other derivarive liabilities 220 118
Other noncurrent liabilities and deferred credits 2,147 1,198
Long-term debt, less amounts due currently 11,700 10,926
Liabilities — discontinued operations — 11,860

Mandatorily redeemable, preferred securities of subsidiary trusts, each

holding solely junior subordinated debentures of the obligated company:

TXU Corp. obligated 368 368
Subsidiary obligated 147 147
Preferred stock of subsidiaries:
Not subject to mandatory redemption 190 190
Subject to mandatory redemption 21 21
Contingencies (Note 16)
Shareholders' equity 5,066 1,956
Total liabilities and shareholders’ equity $30,891 $42,318

See Notes to Financial Statements.
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YEAR ENDED DECEMBER 31,

{millions of dollars) 2002 2001 2000
Preference stock:

Issuances in 2000 and balance at end of year 2002, 2001 and 2000 $ 300 $ 300 $ 300
Common stock without par value ~ authorized shares -~ 1,000,000,000

Balance at beginning of year 6,560 6,360 6,795
New public offering (2002 - 46,800,000 shares) 1,084 — —
Direct Stock Purchase and Dividend Reinvestment Plan

(2002 — 1,069,264 shares; 2001 ~ 260,243 shares) 40 12 —
Issuance of stock purchase contracts related to equity-linked debt securities (48) (142) —
Issued for Long-Term Incentive Compensation Plan (2002 - 599,516

2001 - 535,052 shares; and 2000 — 332,895 shares) (3) 4 3
Common stock repurchased and retired (2001 - 1,252,500 shares;

and 2000 ~ 18,630,517 shares) — (30) (445)
Treasury stock ~ Long-Term Incentive Plan Trusts 1 (4) (3)
[ssued for purchase contracts under 1998 equity-linked debt securities

(2002 — 8,365,133 shares and 2001 — 7,488,395 shares) 349 351 —
Special allocarion to Thrift Plan by trustee 8 9 9
Other 4 — 1

Balance at end of year (2002 ~ 321,974,000 shares; 2001 — 265,140,087 shares;
and 2000 - 258,108,897 shares) 7,995 6,560 6,360

Additional paid in capital:
Change during the year and balance at end of the year 111 — —
Common stock repurchasable under equity forward contracts:

Balance at beginning of year — (190) —
Change during the year — 190 (190)

Balance at end of year — — (190)

Retained earnings:

Balance at beginning of year 1,863 1,817 1,691
Net income (4,210) 677 916
Dividends declared on common stock {$1.925, $2.40 and $2.40 per share) (533) (625) (625)
Common stock repurchased and retired — (14) (151
Dividends on preference stock ($7,240, $7,240 and $3,902 per share) (22) (22) (12)
Equity forward contract settlements — 21 —
LESOP dividend deduction rax benefit and other 2 9 (2)

Balance at end of year (2,900) 1,863 1,817
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YEAR ENDED DECEMBER 31,
(millions of dollars) 2002 2001 2000

Accumulated other comprehensive loss, net of tax effects:

Foreign currency translation adjustments:

Balance at beginning of year (654) (505) (169)
Change during the year 329 (149) (336)
Write-off of discontinued operations 168 — —
Balance at end of year (157) (654) (505)
Unrealized holding gains (losses) on investments:
Balance at beginning of year — (3) 21
Change during the year — 3 (24)
Balance at end of year — — (3)
Minimum pension liability adjustments:
Balance at beginning of year (9) (3) (4)
Change during the year (83) (6) 1
Balance at end of year (92) (%) 3)
Cash flow hedges (SFAS No. 133):
Balance at beginning of year (104) — —
Change during the year (102) (104) —
Write-off of discontinued operations 15 — —
Balance at end of year (191) (104) —
Total accumulated other comprehensive loss (440) (767) (511)
Total common stock equity 4,766 7,656 71476
Shareholders’ equity $ 5,066 $7.956 $7,776
See Notes to Financial Statements.
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t. BUSINESS, MERGERS, ACQUISITIONS AND DISPOSITIONS

Use of the term “TXU Corp.,” unless otherwise noted, refers to TXU Corp., a holding company, and/or its
consolidated subsidiaries.

TXU Corp. is an energy company that engages in power production (electricity generation), wholesale energy
sales, retail energy sales and related services, portfolio management, including risk management and certain
trading activities, energy delivery and, through a joint venture, relecommunications services. TXU Corp. is a
holding company whose principal United States (US) operations are conducted through TXU US Holdings
Company (US Holdings), formerly TXU Electric Company, and TXU Gas Company (TXU Gas). TXU Corp.s
principal international operations are conducted through TXU Australia Holdings Limited Partnership (TXU
Australia) and had also been previously conducted through TXU Europe Limited (TXU Europe).

Exit of TXU Europe Business In October 2002, TXU Corp. made a determination to exit its operations in Europe,
which were conducted through TXU Europe. See Note 3 regarding events related to TXU Europe. The results
of operations for all periods presented have been restated to reflect the operations in Europe as discontinued.

Business Restructuring Legislation passed during the 1999 session of the Texas Legislature restructured the
electric utility industry in Texas and provided for a transition to increased competition in the generation and
retail sale of electricity (1999 Restructuring Legislation). As a result, TXU Corp. restructured certain of its US
businesses as of January 1, 2002. In order to satisfy its obligations to unbundle its business pursuant to the 1999
Restructuring Legislation and consistent with its business separation plan as approved on October 31, 2001, by
the Public Utitity Commission of Texas (Commission), as of January 1, 2002, US Holdings transferred:

o its electric transmission and distribution (T&D) assets to Oncor Electric Delivery Company (Oncor),
which is a utility regulated by the Commission and a wholly owned subsidiary of US Holdings,

° its power generation assets to subsidiaries of TXU Energy Company LLC (TXU Energy), which is the new
competitive business and a wholly owned subsidiary of US Holdings, and

° its retail customers to a subsidiary retail electric provider (REP) of TXU Energy.

The T&D assets of TXU SESCO Company, a subsidiary of TXU Corp., also were transferred to Oncor. In addition,
as of January 1, 2002, US Holdings acquired the following businesses from within the TXU Corp. system and

transferred them to TXU Energy: the REP of TXU SESCO Company; the wholesale portfolio management and
the unregulated commercial and industrial (C&l) retail gas operations of TXU Gas; and the energy management
services businesses and other affiliates of TXU Corp., including the fuel procurement and coal mining businesses

that service the generation operations.

The relationships of the entities affected by the restructuring and their rights and obligations with respect to
their collective assets and liabilities are contractually described in a master separation agreement executed in

December 2001.

A settlement of outstanding issues and other proceedings related to implementation of the 1999 Restructuring
Legislation received final approval in January 2003. See Note 15 for further discussion.

Concurrent with TXU Corp.’s reorganization as of January 1, 2002, TXU Corp. realigned its operations into
three reportable segments: North America Energy, North America Energy Delivery and International Energy.
In October 2002, TXU Corp. discontinued its operations in Europe. The International Energy segment has
been renamed and consists solely of operations in Australia. (See Note 17 for further information concerning

reportable business segments.)

Business Changes

Business Acquisitions TXU Corp. and its continuing subsidiaries have made the following acquisitions, which
were accounted for as purchase business combinations. The results of operations of the acquired companies are
reflected in the consolidated financial statements from their respective acquisition dates.
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In April 2002, TXU Energy acquired a cogeneration and wholesale energy production business in New Jersey
for $36 million in cash. The acquisition included a 122 megawatt (MW) combined-cycle power production
facility and various contracts, including electric supply and gas transportation agreements.

In May 2000, TXU Corp. acquired a telecommunications company, Fort Bend Communication Company, for
$161 million and TXU Australia acquired certain assets and liabilities of Optima Energy Pty Ltd for $177 million.

Dispositions TXU Corp. intends to sell its 60% interest in a gas distribution business in Mexico and recorded a
charge of $15 million after-tax in the third quarter of 2002 to write down its investment in the business. The
charge was reported as discontinued operations. (See Note 3.)

In May 2000, TXU Gas sold substantially all of the assets of its narural gas processing subsidiary for $105
million, resulting in a pre-tax gain of $53 million ($34 million after-tax), reported in other income in the
staterment of income.

Generation Plant Acquisition and Disposition In May 2002, TXU Energy acquired a 260 MW combined-cycle power
generation facility in northwest Texas through a settlement agreement which dismissed a lawsuit previously
filed related to the plant, and included a nominal cash payment. TXU Energy previously purchased all of the

electrical output of this plant under a long-term contract.

In April 2002, TXU Energy completed the sale of its Handley and Mountain Creek generating plants in the
Dallas-Fort Worth area with total plant capacity of 2,334 MW for $443 million in cash. Concurrent with the
sale, TXU Energy entered into a tolling agreement to purchase power during the summer months through 2006.
The terms of the tolling agreement include above-market pricing, representing a fair value liability of $190 million.
A pre-tax gain on the sale of $146 million, net of the effects of the tolling agreement, was deferred and is being
recognized in other income during summer months over the five-year term of the tolling agreement. Both the
value of the tolling agreement and the deferred gain are reported in other liabilities in the balance sheet.

Joint Venture In August 2000, TXU Corp. formed a joint venture with third-party investors and contributed the
stock of its telecommunications subsidiaries, including Fort Bend Communication Company, to Pinnacle One
Partners, L.P. (Pinnacle or the joint venture) for a 50% voting interest and a distribution of approximately
$600 million in cash. The third-party investors contributed $150 million for the remaining 50% voring interest.
No gain or loss was recorded on the formation of the joint venture. TXU Corp.’s investment in the joint venture
is accounted for using the equity method. (See Notes 5 and 16.)

2. SIGNIFICANT ACCOUNTING POLICIES

Basis of Presentation The consolidated financial statements of TXU Corp. and its subsidiaries have been prepared
in accordance with accounting principles generally accepted in the US and, except for the discontinuance of
TXU Europe operations and the reclassifications made in accordance with the Emerging Issues Task Force (EITF)
Issue No. 02-3, “Issues Involved in Accounting for Derivative Contracts Held for Trading Purposes and
Contracts Involved in Energy Trading and Risk Management Activities” and the adoption of Statement of
Financial Accounting Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets” discussed below, on
the same basis as the audited financial statements included in its 2001 Form 10-K. Investments in businesses
over which TXU Corp. does not maintain effective control, such as the Pinnacle joint venture, are generally
accounted for under the equity method, and the assets and liabilities of such investees are, therefore, not reflected
in the consolidated financial statements. The only significant unconsolidated entities are the Pinnacle joint
venture and the company established to purchase accounts receivable from subsidiaries of TXU Corp. (See
Notes 6 and 16.) In the opinion of management, all other adjustments (consisting of normal recurring accruals)
necessary for a fair presentation of the results of operations and financial position have been included therein.
All intercompany items and transactions have been eliminated in consolidation. All dollar amounts in the
financial statements and tables in the notes, except per share amounts, are stated in millions of US dollars
unless otherwise indicated.
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In October 2002, TXU Corp. made a determination to discontinue its operations in Europe. The results of
TXU Europe are reported as discontinued operations for all periods presented. See Note 3 regarding events
related to TXU Europe.

TXU Corp. has adopted a new income statement format. Certain previously reported amounts have been
reclassified to conform to current classifications. The following summarizes the components of the new line items:

Cost of energy sold and delivery fees Includes costs of nuclear, coal and gas fuel used by generation plants, energy
purchased for resale and delivery fees paid to electricity delivery businesses.

Operating costs Includes all labor and overhead costs incurred to perform activities directly related to power

generation and the transmission and distribution of electricity and gas.

Selling, general and administrative expenses Includes all labor and related overhead costs incurred to perform support
services such as finance, accounting, portfolio management, meter reading, customer billing, customer service,

collections, marketing, information technology, legal, regulatory, environmental and corporate facilities.
Franchise and revenue-based taxes Includes state and local gross receipts tax and franchise taxes.

Presentation of Revenues In June 2002, the EITF reached a consensus on certain aspects of EITF Issue No. 02-3
regarding the presentation of trading activities in the statement of income. The new rules were effective on
July 1, 2002, and required that all trading contracts (as defined by EITF Issue No. 98-10, “Accounting for
Contracts Involved in Energy Trading and Risk Management Activities”), whether or not physically settled, be

recorded net upon settlement, rather than gross as a sale and cost of sale. TXU Corp. has historically recorded
financial contracts net, but has recorded those contracts that provide for physical delivery gross upon settlement.
Prior period amounts have been reclassified to conform to this new reporting requirement. Transactions affected
by the new reporting requirements represent contracts that provided for physical delivery bur were settled
financially without delivery, as well as contracts physically settled bur classified as trading activities. With the
rescission of EITF Issue No. 98-10 (see discussion below under “Financial Instruments and Mark-to-Markert
Accounting”), the EITF modified Issue No. 02-3 to apply to financial instruments that are derivatives and entered
into for trading purposes effective January 1, 2003. The new reporting requirements have no impact on TXU
Corp.’s gross margin, net income or cash provided by operating activities. {Also see “Changes in Accounting

Standards” below.)

The table beiow summarizes the impact on TXU Corp.’s operating revenues and cost of energy sold and delivery
fees for prior years of the new reporting rules under EITF Issue No. 02-3 and the discontinuance of TXU
Europe operations.

YEAR ENDED
DECEMBER 31,

2001 2000
Operating revenues as previously reported $ 27,927 $22,009
Historical Europe discontinued operations (12,719) (7,044)
Cost of energy sold and delivery fees netted with revenues (5,159) (5,318)
Operating revenues after reclassification $ 10,049 $ 9,647
Cost of energy sold and delivery fees as previously reported $ 19,793 $14,451
Historical Eurcpe discontinued operations (10,402) (4,927)
Cost of energy sold and delivery fees netted with revenues (5,159) (5,318)
Cost of energy sold and delivery fees after reclassification $ 4232 $ 4,206
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Use of Estimates [he preparation of TXU Corp.’s financial statements requires management to make estimates
and assumptions about future events that affect the reporting and disclosure of assets and liabilities at the balance
sheet dates and the reported amounts of revenue and expense, including mark-to-market valuation adjustments.
In the event estimates and/or assumptions prove to be different from actual amounts, adjustments are made in
subsequent periods to reflect more current information. No material adjustments, other than those disclosed
elsewhere herein, were made to previous estimates during the current year.

Financial Instruments and Mark-to-Market Accounting TXU Corp. enters into financial instruments, including options,
swaps, futures, forwards and other contractual commitments primarily to manage market risks related to
changes in commodity prices, including cost of fuel for generation of power, as well as changes in interest rates
and foreign currency exchange rates. These financial instruments are accounted for in accordance with SFAS
No. 133, “Accounting for Derivative Instruments and Hedging Activities,” and prior to October 26, 2002,

EITF Issue No. 98-10. The majority of financial instruments entered into by TXU Corp. are derivatives as
defined in SFAS No. 133.

SFAS No. 133 requires the recognition of derivatives in the balance sheet, the measurement of those instruments
at fair value and the recognition in earnings of changes in the fair value of derivatives. This recognition is
referred to as “mark-to-market” accounting. SFAS No. 133 provides exceptions to this accounting if (a) the
derivarive is deemed to represent a transaction in the normal course of purchasing from a supplier and selling
to a customer, or (b) the derivative is deemed to be a cash flow or fair value hedge. In accounting for cash flow
hedges, derivative assets and liabilities are recorded on the balance sheet at fair value with an offset in other
comprehensive income. Any hedge ineffectiveness is recorded in earnings. Amounts are reclassified from other
comprehensive income to earnings as the underlying transactions occur and realized gains and losses are recognized
in earnings.

TXU Corp. documents designated commaodity, debt-related and other hedging relationships, including the
strategy and objectives for entering into such hedge transactions and the related specific firm commitments or
forecasted transactions. TXU Corp. applies hedge accounting in accordance with SFAS No. 133 for these non-
trading transactions, providing the underlying transactions remain probable of occurring. Effectiveness is assessed

based on changes in cash flows of the hedges as compared to changes in cash flows of the hedged items.

Pursuant to SFAS No. 133, the normal purchase or sale exception and the cash flow hedge designation are
elections that can be made by management if certain strict criteria are met and documented. As these elections
can reduce the volatility in earnings resulting from fluctuations in fair value, results of operations could be
materially affected by such elections.

Financial instruments entered into in connection with indebtedness to manage interest rate and foreign currency
exchange rate risks are generally accounted for as cash flow hedges in accordance with SFAS No. 133.

EITF Issue No. 98-10 required mark-to-market accounting for energy-related contracts, whether or not derivatives
under SFAS No. 133, that were deemed to be entered into for trading purposes as defined by that rule. The
majority of commodity contracts and energy-related financial instruments entered into by TXU Corp. to manage
commodity price risk represented trading activities as defined by EITF Issue No. 98-10 and were therefore
marked-to-market. On October 25, 2002, the EITF rescinded EITF Issue No. 98-10. Pursuant to this rescission,
only financial instruments that are derivatives under SFAS No. 133 will be subject to mark-to-market accounting.
See discussion below under Changes in Accounting Standards.

In June 2002, in connection with the EITF's consensus on Issue No. 02-3, additional guidance on recognizing
gains and losses at the inception of a trading contract was provided. In November 2002, this guidance was
extended to all derivatives. If the C&l retail contracts that TXU Corp. enters into do not meet the requirements
of the revised guidance, then income from such contracts will be recognized on a settlement basis.
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The majority of financial instruments entered into by TXU Corp. for the purpose of managing risk or optimizing
margins in meeting the energy demands of customers are derivatives and will continue to be subject to SFAS
No. 133.

Mark-to-market accounting recognizes changes in the value of financial instruments as reflected by market
price fluctuations. In the energy market, the availability of quoted market prices is dependent on the type of
commodity (e.g., natural gas, electricity, etc.), time period specified and location of delivery. In computing the
mark-to-market valuations, each market segment is split into liquid and illiquid periods. The liquid period
varies by region and commodity. Generally, the liquid period is supported by broker quotes and frequent trading
activity. In illiquid periods, little or no market information may exist, and the fair value is estimated through

market modeling techniques.

For those periods where quoted market prices are not available, forward price curves are developed based on the
available information or through the use of industry accepted modeling techniques and practices based on
market fundamentals (e.g., supply/demand, replacement cost, etc.). As a matter of policy, however, TXU Corp.
generally does not recognize any income or loss from the illiquid periods.

Revenue Recognition TXU Corp. generally records revenue for retail and wholesale energy sales under the accrual
method, with the exception of certain large C&I retail contracts that are derivatives as defined in SFAS No. 133
and have therefore been marked-to-market. Retail electric and gas revenues are recognized when the commodity
is provided to customers on the basis of periodic cycle meter readings and include an estimated accrual for the
value of the commodity consumed from the meter reading date to the end of the period. The unbilled revenue
is estimated at the end of the period based on estimated daily consumption after the meter read date to the end
of the period. Estimated daily consumption is derived using historical customer profiles adjusted for weather
and other measurable factors affecting consumption. Electricity T&D revenues are recognized when delivery
services are provided to customers on the basis of periodic cycle meter readings and include an estimated accrual

for the delivery fee value of electricity provided from the meter reading date to the end of the period.

As a result of the opening of the Texas market to competition and related changes in systems and processes within
the Electric Reliability Council of Texas (ERCOT), adjustments are recorded for accounts receivable from or
payable to ERCOT related to system balancing and are recorded net in revenues. Such balances reflect estimates
of volumetric dara and are subject to adjustment as data is reconciled and final settlements are determined.

Revenues reflect unrealized gains and losses related to large C&l retail contracts, including unrealized gains
recorded upon inception of these contracts. Results of wholesale portfolio management activities, which represent
realized and unrealized gains and losses from transacting in energy-related contracts, are also reported as a

component of revenues. Also see discussion of “Financial Instruments and Mark-To-Market Accounting” above.

The historical financial statements for periods prior to 2002 included adjustments made to revenues for over/under-
recovered fuel costs. To the extent fuel costs incurred exceeded regulated fuel factor amounts included in
customer billings, TXU Corp. recorded revenues on the basis of its ability and intent to obtain regulatory
approval for rate surcharges on future customer billings to recover such amounts. Conversely, to the extent
fuel costs incurred were less than amounts included in customer billings, revenues were reduced. Following
deregulation of the Texas market on January 1, 2002, any changes to the fuel factor component of the price-to-

beat rate amounts are applied prospectively.

Regulatory Assets and Liabilities The financial statements of TXU Corp.’s regulated businesses, primarily its US

electricity T&D (Oncor) and its US gas distribution operations (TXU Gas), reflect regulatory assets and liabilities
under cost-based rate regulation in accordance with SFAS No. 71, “Accounting for the Effect of Certain Types
of Regulation.” As a result of the 1999 Restructuring Legislation, the US electricity generation portion of TXU
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Corp.’s business no longer meets the criteria to apply regulatory accounting principles. Accordingly, application
of SFAS No. 71 to the generation portion of TXU Corp.’s business was discontinued as of June 30, 1999. Oncor’s
operations continue to meet the criteria for recognition of regulatory assets and liabilities.

In 2002, TXU Corp. recorded an extraordinary loss of $134 million {net of income tax benefit of $72 million)
principally to write down the regulatory asset related to securitization bonds to be issued in accordance with
TXU Corp.’s settlement plan with the Commission as described in Note 15 to Financial Statements. The
carrying value of the regulatory asset is intended to represent the amount of future cash flows related to the bonds
to be recovered from REPs through increased electricity delivery rates; determination of such amount is based

on estimates. The writedown, which was taken as a result of the final approval of the settlement plan, reflects
the impact of lower interest rates. As actual interest rates on the bonds may differ from current estimates, the
regulatory asset carrying value, which was $1.7 billion at December 31, 2002, is subject to further adjustment.

Investments Deposits in an external trust fund for nuclear decommissioning are carried at fair value in the balance
sheet with the cumulative increase in fair value recorded as a liability, to reflect the statutory nature of the
trust. Investments in nonutility properties are primarily assets held for future development and are carried at
cost, subject to periodic impairment evaluation. Investments in unconsolidated business enrities over which
TXU Corp. has significant influence but does not maintain effective control, generally representing ownership
of at least 20% and not more than 50% of common stock or partnership interest, are accounted for under the
equity method. (See Note 5 — “Investments.”)

Goodwill and Intangible Assets Goodwill represents the excess of the purchase price paid over the estimated fair
value of the assets acquired and liabilities assumed for each company acquired and was amortized over a range

of 20 to 40 years.

SFAS No. 142 became effective for TXU Corp. on January 1, 2002. SFAS No. 142 requires, among other things,
the allocation of goodwill to reporting units based upon the current fair value of the reporting units, and the

discontinuance of goodwill amortization. The amortization of TXU Corp.’s goodwill from continuing operations

($43 million in 2001) ceased effective January 1, 2002.

In addition, SFAS No. 142 required completion of a transitional goodwill impairment test within six months
from the date of adoption. It established a new method of testing goodwill for impairment on an annual basis,
ot on an interim basis if an event occurs or circumstances change that would reduce the fair value of a reporting
unit below its carrying value. TXU Corp. completed the transitional impairment test in the second quarter of
2002, the results of which indicated no impairment of goodwill at that time. In 2002, no impairment resulted
from the additional evaluation performed as of October 1, which has been selected as the annual impairment
test date. TXU Corp. has performed impairment tests for reporting units reflected in results from continuing
operations, and no goodwill impairment charges were recorded. In 2002, TXU Corp.’s telecommunications
joint venture recorded a goodwill impairment charge, of which TXU Corp. recognized its share, $9 million
($6 million after-tax). The charge is reported in other deductions in the statement of income. See Note 16 for
further discussion.
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The table below reflects whar reported income from continuing opetations and net income (including basic
and diluted earnings per share amounts) would have been in the 2001 and 2000 periods, exclusive of goodwill

amortization expense recognized for consolidated entities in those periods compared to the 2002 periods.

YEAR ENDED DECEMBER 31,

2002 2001 2000
Reported income from continuing operations $ 175 $ 639 $ 666
Add back goodwill amortization — 43 50
Adjusted income from continuing operations 175 682 116
Income (loss) from discontinued operations, net of tax effect (4,210) 192 250
Extraordinary loss, net of tax effect (175) (154) —
Adjusted net income (loss) (4,210) 720 966
Preference stock dividends 22 2?2 12
Adjusted net income (loss} available for common stock $(4,232) $ 698 $ 954
Basic and diluted earnings per share:
Reported income from continuing operations $ 0.55 $ 238 $2.48
Add back goodwill amortization — 0.16 0.19
Adjusted income from continuing operations 0.55 2.54 2.67
Income (loss) from discontinued operations, net of tax effect (15.15) 0.74 0.95
Extraordinary loss, net of tax effect (0.63) (0.60) —
Adjusted net income (loss) available for common stock — basic $(15.23) $ 2.68 $3.62
Adjusted net income (loss) available for common stock — diluted $(15.23) $ 2.68 $3.62

SFAS No. 142 also requires additional disclosures regarding intangible assets (other than goodwill) that are

amortized or not amortized:

AS OF DECEMBER 31, 2002

Gross

Carrying  Accumulated

Amount _ Amortization Net
Amortized intangible assets

Capitalized sofrware $540 $217 $323
Land easements 195 68 127
Mineral rights and other 32 21 11
Total $767 $306 $461

Unamortized intangible assets
Licenses " $321 $ 32 $289

(a)} The amortization of indefinite-life licenses swas suspended with the adoption of SFAS No, 142,

AS OF DECEMBER 3I, 2001

Gross

Carrying  Accumulated
Amount  Amortization Net
$345 $131 $214
188 70 118
32 20 12
$565 $221 $344
$290 $ 29 $261

Amortized intangible asset balances are classified as property, plant and equipment in the balance sheet, and

unamortized intangible assets are included with goodwill.
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Aggregate TXU Corp. amortization expense for intangible assets, excluding goodwill, for the years ended
December 31, 2002, 2001 and 2000 was $91 million, $53 million and $38 million, respectively; estimated amounts
for the next five years are as follows:

Amortization

Year Expense
2003 $176
2004 70
2005 63
2006 51
2007 34

Changes in the carrying amount of goodwill (net of accumulated amortization) for the year ended December 31,
2002, are as follows:

North

North America

America Energy
Energy Delivery Australia Total
Balance at December 31, 2001 $65 $799 $656 $1,520
Goodwill transferred 468 (468) — —
Foreign currency translation effects — — 68 68
Balance at December 31, 2002 $533 $331 $724 $1,588

At December 31, 2002 and 2001, goodwill was stated net of accumulared amortization of $189 million and
$182 million, respectively.

Property, Plant and Equipment US electric and gas utility plant is stated at original cost less certain regulatory
disallowances. The cost of T&D property additions to North America Energy Delivery (and generation
property additions prior to July 1, 1999) and gas utility plant includes labor and marertals, applicable overhead
and payroll-related costs and an allowance for funds used during construction. Generation property additions
subsequent to July 1, 1999, and other property, including non-US property, are stated at cost.

Interest Capitalized and Allowance For Funds Used During Construction (AFUDC) AFUDC is a cost accounting procedure
whereby amounts based upon interest charges on borrowed funds and a return on equity capital used to finance
construction are added to utility plant being constructed. Prior to July 1, 1999, AFUDC was capitalized for all
expenditures for ongoing construction work in progress and nuclear fuel in process not otherwise included in
rate base by regulatory authorities. As a result of the 1999 Restructuring Legislation, effective July 1, 1999,
recording of AFUDC ceased on construction work in progress of generation assets and only interest was capitalized
during construction. Interest and AFUDC related to debt for subsidiaries that still apply SFAS No. 71 are
capitalized as a component of projects under construction. Interest on qualifying projects for subsidiaries that
no longer apply SFAS No. 71 is capitalized in accordance with SFAS No. 34, “Capitalization of laterest Cost.”

Valuation of Long-Lived Assets TXU Corp. evaluates the carrying value of long-lived assets to be held and used
when events and circumstances warrant such a review. The carrying value of long-lived assets would be considered
impaired when the projected undiscounted cash flows are less than the carrying value. In that event, a loss
would be recognized based on the amount by which the carrying value exceeds the fair value. Fair value is
determined primarily by available market valuations or, if applicable, discounted cash flows. (See “Changes
in Accounring Standards” below.)
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In 2002, TXU Corp. recorded an impairment charge of $237 million ($154 million afrer-tax) for the writedown
of two generation plant construction projects as a result of current wholesale electricity market conditions and
reduced planned developmental capital spending. Fair value was determined based on curtent appraisals of
property and ecquipment. The charge is reported in other deductions in the statement of income. As the writedown
is based on current estimates, the remaining carrying value of the projects of $113 million is subject to further
adjustment should estimates of recoverable value change.

Additionally, in 2002 TXU Corp.’s telecommunication joint venture recognized writedowns related to long-lived
assets, of which TXU Corp. recognized its share, $28 million ($18 million after-tax). The writedowns reflected
estimated net realizable values of assets in the competitive local exchange carrier and fiber-optic transport
operations held for sale. The charge is reported in other deductions in the statement of income. See Note 16

for further discussion.

Foreign Currency Translation The assets and liabilities of non-US operations denominated in local currencies are
translated at rates in effect at year end. Revenues and expenses are translated at average rates for the applicable
periods. Generally, local currencies are considered to be the functional currency, and adjustments resulting from
such translation are included in other comprehensive income (loss).

Depreciation of Property, Plant and Equipment Depreciation of TXU Corp.’s property, plant and equipment is generally
calculated on a straight-line basis over the estimated service lives of the properties. Depreciation also includes
an amount for decommissioning costs for the nuclear powered electricity generation plant (Comanche Peak),
which is being accrued over the lives of the units. Consolidated depreciation as a percent of average depreciable
property for TXU Corp. approximated 2.8% for 2002 and 2.7% for 2001 and for 2000. See discussion below
under “Changss in Accounting Standards” regarding SFAS No. 143.

TXU Corp. capitalizes computer software costs in accordance with American Institute of Certified Public
Accountants Statement of Position 98-1, “Accounting for the Cost of Computer Software Developed or Obtained
for Internal Use.” These costs are being amortized over periods ranging from three to ten years.

Major Maintenarce Major maintenance outage costs related to nuclear fuel reloads are charged to expense as incurred.

Amortization of Nuclear Fuel The amortization of nuclear fuel in the reactors (net of regulatory disallowances) is
calculated on the units-of-production method and is included in cost of energy sold.

Franchise and Revenue-Based Taxes Franchise and revenue-based taxes such as gross receipts taxes are generally
not a “pass through” item such as sales and excise taxes. Gross receipts taxes are assessed to TXU Corp. and its
subsidiaries by state and local governmental bodies, based on revenues, as a cost of doing business. TXU Corp.
records gross receipts tax as an expense. Rates charged to customers by TXU Corp. are intended to recover the
taxes, but TXU Corp. is not acting as an agent to collect the taxes from customers.

Income Taxes TXU Corp. and its US subsidiaries file a consolidated federal income tax return, and federal income
taxes are allocated to subsidiaries based upon their respective taxable income or loss. Investment tax credits are
amortized to income over the estimated service lives of the properties. Deferred income taxes are provided for
temporary differences between the book and tax basis of assets and liabilities. Certain provisions of SFAS No. 109,
“Accounting for Income Taxes,” provide that regulated enterprises are permitted to recognize deferred taxes as
regulatory tax assets or tax liabilities if it is probable that such amounts will be recovered from, or returned to,

customers in future rates.

Income Taxes on Undistributed Earnings of Non-US Subsidiaries TXU Corp. intends to reinvest the earnings of its
non-US subsidiaries into those businesses. Accordingly, no provision has been made for taxes which would be
payable if such earnings were to be repatriated. Upon distribution of these earnings in the form of dividends or
otherwise, TXU Corp. may be subject to US income taxes and foreign withholding taxes. It is not practicable,
however, to estimate the amount of taxes that may be payable on the eventual remittance of these earnings.
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Gains/Losses on Extinguishments of Debt Gains and losses on reacquired debt are recognized in the statement of
income as incurred in accordance with SFAS No. 4, “Reporting Gains and Losses from Extinguishment of
Debt,” unless these costs will be recovered from customers through regulated cash flows. In that case, these
gains or losses are deferred and recorded as a regulatory asset and amortized to interest expense over the period
approved for ratemaking purposes. (See “Changes in Accounting Standards” below.)

Earnings Per Share Basic earnings per share applicable to common stock are based on the weighted average
number of common shares outstanding during the year. Diluted earnings per share include the effect of all
potential issuances of common shares under certain debt securities and other arrangements. For the years ended
December 31, 2002, 2001 and 2000, 108,382, 235,449 and 447,827 shares, respectively, were added to the

average shares outstanding.

Additional dilution of earnings per share would result for common stock associated with 6,993,600 and 17,960,000
shares of common stock in connection with equity-linked debt securities issued in 2002 and 2001, respectively,
if the average of the closing price per share of TXU Corp. common stock on each of the twenty consecutive
trading days ending on the third day immediately preceding the period end is above the strike price of $62.91
and $55.68 per share, for the respective issuances.

In November 2002, TXU Energy issued $750 million of exchangeable subordinated notes (see Note 7). The notes
may be exchanged at any time for TXU Corp. common stock at an initial exercise price of $13.15 per share.
The number of shares of TXU Corp. common stock that may be issuable upon the exercise of the exchange right
is approximately 57 million. For the periods ended December 31, 2002, these securities were antidilutive and
not included in the calculation of diluted earnings per share as the interest per share on the notes was greater

than basic earnings per share. As a result of the common stock offering in December 2002, the exercise price
has been adjusted to $13.1242 per share.

Cash Equivalents For purposes of reporting cash and cash equivalents, temporary cash investments purchased
with a remaining maturity of three months or less are considered to be cash equivalents.

Changes in Accounting Standards On October 25, 2002, the EITF rescinded EITF Issue No. 98-10, which required
mark-to-market accounting for all trading activities. Pursuant to this rescission, only financial instruments that
are derivatives under SFAS No. 133 will be subject to mark-to-market accounting. Financial instruments that
may not be derivatives under SFAS No. 133 but were marked-to-market under EITF Issue No. 98-10 consist
primarily of gas transportation and storage agreements, powet tolling, full requirements and capacity contracts.
This new accounting rule was effective for new contracts entered into afrer October 25, 2002. Non-derivative
contracts entered into prior to October 26, 2002, continued to be accounted for at fair value through December 31,
2002; however, effective January 1, 2003, such contracts were required to be accounted for on a settlement
basis. Accordingly, a charge of approximately $100 million ($65 million after-tax) is expected to be reported as
a cumulative effect of an accounting change in the first quarter of 2003. The expected cumulative effect adjust-

ment represents the net gains previously recognized for these contracts under mark-to-market accounting.

SFAS No. 143, “Accounting for Asset Retirement Obligations,” became effective on January 1, 2003. SFAS
No. 143 requires entities to record the fair value of a legal liability for an asset retirement obligation in the period
in which it is incurred. When a new liability is recorded beginning in 2003, the entity will capitalize the net
present value of the liability by increasing the carrying amount of the related long-lived asset. The liability is
accreted each period, and the capitalized cost is depreciated over the useful life of the related asset. Legal liabilities
identified by TXU Corp. relate primarily to nuclear decommissioning and reclamation of lands mined for lignite.

Prior to January 2003, TXU Corp. recorded liabilities for nuclear decommissioning and for land reclamation in
accumulated depreciation. Upon adoption of SFAS No. 143, TXU Corp. will reclassify $271 million previously
recorded in accumulated depreciation and record the related liability. TXU Corp. has not previously recorded
costs of any other asset retirement obligations thart require recognition upon adoption.
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With respect to nuclear decommissioning costs, TXU Corp. believes that the adoption of SFAS No. 143 results
primarily in timing differences in the recognition of legal asset retirement costs that TXU Energy is currently
recovering, as Oncor recovers decommissioning fees from REPs on behalf of TXU Energy, and will be deferring
such differences through the regulatory process as described in Note 15. The impact of adopting SFAS No. 143
is not expected to be significant to TXU Corp.’s earnings and financial condition.

SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” became effective January 1,
2002. SFAS No. 144 establishes a single accounting model, based on the framework established in SFAS No. 121,
“Accounting for the [mpairment of Long-Lived Assets and for Long-Lived Assets to Be Disposed Of,” for long-
lived assets to be disposed of by sale, resolves significant implementation issues related to SFAS No. 121 and
establishes new rules for reporting of discontinued operations.

SFAS No. 145, “Rescission of FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and
Technical Corrections,” was issued in April 2002 and will be effective on January 1, 2003. One of the provisions
of this statement is the rescission of SFAS No. 4, “Reporting Gains and Losses from Extinguishment of Debt.”
Any gain or loss on the early extinguishment of debt that was classified as an extraordinary item in prior periods
in accordance with SFAS No. 4 will be reclassified if it does not meet the criteria of an extraordinary item as
defined by Accounting Principles Board Opinion 30, “Reporting the Results of Operations — Reporting the
Effects of Disposal of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events
and Transactions.”

SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities,” was issued in June 2002 and
became effecrive on January 1, 2003. SFAS No. 146 requires that a liability for costs associated with an exit or
disposal activity be recognized only when the liability is incurred and measured initially at fair value.

SFAS No. 148, “Accounting for Stock-Based Compensation Transition and Disclosure,” was issued in December
2002. TXU Corp. adopted the disclosure requirements of SFAS No. 148 effective December 31, 2002. This
statement requires that the pro forma information related to stock based compensation, for companies that do
not use fair value accounting, be presented in a table in the accounting policies footnote. It also provides other
transition alternatives when companies adopt fair value accounting for stock based compensation. TXU Corp.
does not currently issue stock options, and only approximately 26,000 previously issued options remain outstanding
at December 31, 2002.

Financial Accounting Standards Board Interpretation (FIN) No. 45, “Guarantor’s Accounting and Disclosure
Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others — an Interpretation of
FASB Statetnents No. 5, 57, and 107 and Rescission of FIN No. 34,” was issued in November 2002 and became
effective for disclosures made in December 31, 2002, financial statements. The interpretation requires expanded
disclosures of guarantees (see Note 16 to Financial Statements — “Guarantees”). In addition, the interpretation
requires recording the fair value of guarantees upon issuance or modification after January 1, 2003.

FIN No. 46, “Consolidation of Variable Interest Entities,” was issued in January 2003. FIN No. 46 provides guidance
related to identifying variable interest entities and determining whether such entities should be consolidated.
This guidance will be effective for the quarter ending September 30, 2003.

For accounting standards not yet adopted or implemented, including recent EITF rules regarding recognition of
gains and losses at the inception of a derivative contract, TXU Corp. is evaluating the potential impact on its
financial position and results of operations.

3. DISCONTINUED OPERATIONS

Exit of TXU Europe Operations On October 4, 2002, TXU Corp. announced that it was reducing earnings
expectations for 2002 and 2003 due primarily to continued pressure on operating results in the United Kingdom
(UK). A significant decrease in wholesale power prices and low price volatility, due in part to milder than
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normal weather, had led to continuing declines in profitability and cash flows from TXU Europe's upstream
electricity generation assets and short-term wholesale trading activities. In addition, TXU Europe’s ability to
enter into structured transactions (long-term trades) had been considerably reduced because of depressed market
activity and lack of available counterparties due to energy sector-wide credit concerns. A significant portion of
TXU Europe’s retail power load in the UK was satisfied with long-term agreements that obligated TXU Europe
to purchase power at prices considerably in excess of current wholesale market prices. These comparatively
high power purchase costs, combined with increased competition and associated customer attrition, had resulted
in reduced profitability and cash flows from TXU Europe's retail electric business. TXU Europe’s planned actions
to address the situation included restructuring the power purchase agreements and physical generation positions
in the UK, ceasing acquisition and other developmental activities, reducing administrative costs and enhancing
retail margins.

On October 14, 2002, TXU Corp. announced that TXU Europe was offering for sale all or portions of its business.
Such action effectively represented a determination by TXU Corp. to exit all of its operations in Europe.

On October 21, 2002, TXU Europe sold certain of its operations to Powergen, a unit of Germany’s EON AG,
for approximately $2.1 billion (£1.37 billion) in cash. The operations sold included: (a) the retail electric and
gas business in the UK, consisting of 5.3 million residential and C&I customers, and (b) three power plants
representing a total of 2.9 gigawatts of coal-fired generation and a combined heat and power plant, all in the
UK. The sale and purchase agreement also provided for the transfer of approximately 1,900 employees in the
UK to Powergen and the assumption by Powergen of the associated pension obligations.

After the sale, TXU Europe retained: (a) its energy trading assets and liabilities; (b) several long-term power
purchase agreements in the UK (c) operations in Germany consisting of a national retail energy provider with
200,000 customers, as well as majority interests in two businesses providing power, gas, heating and water services:
the city utility in Kiel (51% owned) with 250,000 customers and the city utility in Braunschweig (74.9% owned)
with 210,000 customers; (d) operations in Scandinavia consisting of an 80% owned wholesale power business
in Finland, selling over four terawatt hours of electricity annually, a 45% interest in an electricity distribution
business in Finland with access to 90,000 customers and a retail energy business with 80,000 customers in Norway;
and (e) two combined heat and power plants in the UK and interests in various renewable energy projects,
mostly wind farms. ‘

Subsequently, TXU Europe’s principal UK subsidiaries entered into formal administration processes in the UK

(similar to bankruptcy proceedings in the US). All operations are being managed by the administrators for the
benefit of the creditors of TXU Europe and its subsidiaries, consistent with UK law. The sales proceeds discussed
above, as well as any other proceeds that may be realized, will not be available to TXU Corp.

Accordingly, TXU Europe has been reflected as discontinued operations in the statements of consolidated
income and cash flows of TXU Corp., and the prior periods have been restated. TXU Corp.’s charge related to
TXU Europe of $4.2 billion in the fourth quarter of 2002 consisted primarily of the write-off of its investment
in TXU Europe of $3.9 billion, including $168 million of foreign currency cumulative translation loss. The
total charge also included the write-off of receivables due from TXU Europe, as well as certain anticipated income
tax and other obligations related to the exiting of the European operations. This charge is before consideration
of any income tax benefit, aggregating approximately $1.2 billion with respect to the write-off of TXU Corp.’s
investment in TXU Europe, as well as certain contingent income tax liabilities aggregating approximately $300
million. Any tax benefit related to the write-off of the investment will be recognized in income in accordance
with SFAS No. 109, “Accounting for Income Taxes.” The contingent tax liabilities associated with the write-off
will be recognized in income if it becomes probable that such liabilities have been incurred. TXU Corp. will
not fund the future operations or any obligations of TXU Europe.
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The following summarizes the historical consolidated financial information of TXU Europe included in discon-

tinued operations:

YEAR ENDED DECEMBER 31,

2002 2001 2000

Operating reverwes $ 4,052 $12,719 $7,044
Operating costs and expenses 3,852 12,299 6,372
Other deductions (income) — net 6 45 (121)
Interest income (15) (99) (90)
Interest expense and other charges 255 579 574
Income (loss) before income taxes (46) (105} 309
Income tax expense (benefit) (38) (297) 59
Income (loss) from operations (8) 192 250
Write-off related to exit (4,187) — —
Income (loss) from discontinued operations $(4,195) $ 192 $ 250

(a) Reflects operations through September 30, 2002.

YEAR ENDED
DECEMBER 31,

2001
Current Assets
Cash $ 945
Accounts receivable — trade 1,389
Inventories 90
Commodity contract assets 832
Other current _assets 384
Total current assets 3,640
Long-term Assets
Investment and restricted cash 1,208
Property, plant and equipment — net 3,062
Goodwill 5,728
Commodity contract assets 246
Cash flow hedges and other derivative assets 284
Other assets 707
Total assets 14,875
Current liabilities
Notes payable — banks 1,308
Long-term debt due currently 441
Accounts payable — trade 1,608
Commodity contract liabilities 915
Other current liabilities 437
Tortal current liabilities 4,709
Noncurrent liabilities
Accumulated deferred income taxes 346

Commodity contract liabilities

Cash flow hedges and other derivative liabilities

Long-term debt, less amounts due currently

Preferred securities of subsidiary trust

QOther noncurrent liabilities and deferred credits

Total liabilities

Net investment
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Sale of Certain Operations in Mexico TXU Corp. intends to sell its 60% interest in a gas distribution business in
Mexico and recorded a charge of $15 million (after taxes of $8 million) in the third quarter of 2002 to write
down its investment in the business. The charge was reported as discontinued operations.

4. EXTRAORDINARY LOSS

Loss on Reacquisition of Debt In October 2002, TXU Corp. recorded a $23 million extraordinary loss (net of
income tax benefit of $12 million) for the cash premiums paid on the early redemption of $200 million
aggregate principal amount of Putable Asset Term Securities (PATS notes). (See Note 7.)

During 2002, TXU Corp. redeemed other long-term debt earlier than due, including $114 million of senior notes
in the first quarter, resulting in extraordinary losses of $18 million (net of income tax benefits of $10 million).

As a result of US Holdings debt restructuring and refinancings in the fourth quarter of 2001, TXU Corp. recorded
an extraordinary loss of $97 million (net of income tax benefit of $52 million) for the early reacquisition of

debt related to TXU Energy by US Holdings.

Loss on Settlement As a result of the Settlement Plan submitted to the Commission for approval of outstanding

unbundling issues (see Note 15), TXU Corp. recorded an extraordinary loss of $57 million (net of income tax

benefit of $63 million) in the fourth quarter of 2001 to reflect the effect of settlement irems that are no longer
probable of recovery. The settlement-related items include unrecovered fuel cost, all remaining generation-relared
regulatory assets and regulatory liabilities that are not subject to recovery through the issuance of securitization
bonds, and the excess cost over market of certain purchased power contracts.

In August 2002 the Regulatory Settlement Plan was approved and a financing order was issued by the Commission,
authorizing the issuance of transition (securitization) bonds with a principal amount of $1.3 billion. (See Note 15.)
With the final approval of the settlement plan in January 2003, TXU Corp. may proceed with the issuance of
securitization bonds as provided in the Commission financing order. In the fourth quarter of 2002, TXU Corp.
recorded an extraordinary loss of $134 million (net of income tax benefit of $72 million) principally reflecting
a writedown of regulatory assets. The writedown reflects the effect of lower expected cash flows associated with
the securitization bonds due to the decline in interest rates.

5. INVESTMENTS

The following information is a summary of the investment balance as of December 31, 2002 and 2001:

DECEMBER 37T,

2002 2001

Equity method investments in entities $ 35 $ 25
Nuclear decommissioning trust 266 276
Nonutility property 143 347
Assets related to certain employee benefit plans 123 116
Notes receivable from unconsolidated entities 155 182
Miscellaneous other 35 39
Total investments $757 $985
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The principal investee companies {(and related ownership interest) are:

Investee Accounting Carrying
Company Method Ownership Amount
SEA Gas — Australia Equity 33.3% $31
Utech Climate Challenge Fund, LP Equity 9.66% 1
Various US equity companies Equity 5.5%-20% 3

$35

See discussion regarding the telecommunications joint vénture in Note 16 under “Investments in

Unconsolidated Entities.”

Nuclear Decommissioning Trust Deposits in an external trust fund for nuclear decommissioning costs are carried at
fair value ($266 million and $276 million at December 31, 2002 and 2001, respectively), with the cumulative
increase in fair value recorded as a liability, reflecting the statutory nature of the trust (see Note 16 — “Nuclear
Decommissioning”). Decommissioning costs are being recovered from Oncor's customers as a non-bypassable
T&D charge over the life of the plant and deposited in the external trust fund. As of December 31, 2002 and
2001, the composition of the external trust fund for decommissioning of the Comanche Peak nuclear power

generating starion was as follows:

Fair
Unrealized Unrealized market
Cost _gain {loss) value

DECEMBER 31, 2002
Debr securities $128 $10 $ (1) $137
Equity securities 111 37 (19) 129
$239 $47 $(20) $266

DECEMBER 31, 2001
Debt securities $ 120 $ 5 $ — $ 125
Equity securities 99 61 ) 151
$ 219 $ 66 $_9) $ 276

Debt securities held at December 31, 2002, mature as follows: $48 million in one to five years, $28 million in
five to ten years and $61 million after ten vears.

Nonutility Property Nonutility property primarily represents the fair value of land and equipment related to two
lignite-fue'ed generation plant construction projects in Texas with a carrying value of $113 million at December 31,
2002. (See Note 2 — “Impairment of Long-Lived Assets.”)

Assets Related to Certain Employee Benefit Plans TXU Corp. has several deferred compensation and life insurance
plans for qualified employees. Most of the assets of these plans represent cash surrender values of life insurance
policies that are purchased to fund various commitments under these plans. TXU Corp. pays the premiums and
is the beneficiary of these life insurance policies. As of December 31, 2002, the face amount of these policies
was $527 million and the net cash surrender value was $91 million. The remainder of the assets represents
amounts held in trust funds for the deferred compensation plans. These assets are generally recorded at cost.

Notes Receivable from Unconsolidated Entities Notes receivable from unconsolidated subsidiaries primarily reflects
the amounts due from the Pinnacle joint venture under a $200 million revolving credit facility provided by
TXU Corp. expiring in 2004. At December 31, 2002, the balance outstanding under the facility was $144 million.
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6. SHORT-TERM FINANCING

At December 31, 2002, TXU Corp. had outstanding short-term borrowings consisting of bank borrowings of $2.3
billion and commercial paper of $18 million. During the years 2002 and 2001, TXU Corp.’s average amounts

outstanding for short-term borrowings were $2.2 billion. Weighted average interest rates on short-term borrowings
were 2.60% and 3.36% at December 31, 2002 and 2001, respectively.

At December 31, 2002, TXU Corp. has credit facilities (some of which provide for long-term borrowings)
as follows: ‘

AT DECEMBER 31, 2002

Facility Leteers of Cash
Facility Expiration Date Authorized Borrowers Limit Credit  Borrowings  Availability
364-Day Revolving Credit Facility April 2003 US Holdings, TXU
Energy, Oncor $1,000 $121 % 879 $ —
364-Day Senior Secured Credit Facility December 2003 Oncor 150 — — 150
Five-Year Revolving Credit Facility February 2005 US Holdings 1,400 473 927 —
Three-Year Revolving Credit Facility May 2005 TXU Corp. 500 — 500 —
Total US $3,050 $594  $2,306 $150
Senior Facility October 2004 TXU Australia $ 989 $ — § 8N $118
Working Capital Facility Qctober 2003 TXU Australia 56 — — 56
Standby Facility ® December 2003 TXU Australia 18 — — —
Total Australia $1,063 $ — § 871 $174

(a) Supports commercial paper borrowings, which were $18 million at December 31, 2002.

In October 2002, US Holdings, Oncor and TXU Energy borrowed approximately $2.6 billion in cash against
their available credit facilities, the total of which represented the remaining availability after $549 million was
used to support outstanding letters of credit. These funds and other available cash were used, in part, to repay
outstanding cornmercial paper upon maturity. As of December 31, 2002, these facilities were fully drawn and
were reflected in notes payable — banks on the balance sheet. Excess cash of approximately $1.6 billion at
December 31, 2002, has been invested in liquid short-term marketable securities earning current market rates.
These funds will be used to repay debt as it matures and meet other working capital requirements until such
time as the commercial paper market becomes accessible.

In January 2003, TXU Australia extended its $56 million (A$99 million) working capital facilities to October
2003. At December 31, 2002, the facility was fully available for future borrowings.

In October 2002, Oncor entered into a commitment for a secured credit facility of up to $1 billion. The facility
was intended to fund interim refinancings of approximately $700 million of maturing secured debt should market
conditions not support a timely, cost effective refinancing. The balance was to be available for general corporate
purposes at Oncor. In December 2002, Oncor issued $850 million senior secured notes, reducing the commitment
to $150 million. Oncor subsequently converted the commitment to a $150 million secured 364-day credit facility.

In May 2002, TXU Corp. entered into the $500 million three-year revolving credit facility with a group of banks
that terminates May 1, 2005. This facility is used for working capital and general corporate purposes.

In April 2002, US Holdings, TXU Energy and Oncor entered into the joint $1.0 billion 364-day revolving credit
facility with a group of banks that terminates in April 2003, but borrowings outstanding at any time can be
extended for one year. This facility is used for working capital and general corporate purposes. Up to $1.0 billion

PAGE 103




TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

of letters of credit may be issued under the facility. This facility and the $500 million three-year revolving
credit facility described above replaced the TXU Corp. and US Holdings $1.4 billion 364-day revolving credit
facility thar expired in April 2002.

In the second quarter of 2002, each of TXU Energy and Oncor began issuing commercial paper to fund its
short-term liquidity requirements. The commercial paper programs allow each of TXU Energy and Oncor to
issue up to $2.4 billion and $1.0 billion of commercial paper, respectively. At December 31, 2002, each of the
US credit facilities listed above provided back-up for outstanding commercial paper under the Oncor and TXU
Energy programs. The TXU Corp. commercial paper program was discontinued in July 2002, and at that time,
TXU Corp. was removed as a borrower under the $1.4 billion Five-Year Revolving Credit Facility. As of
December 31, 2002, there was no outstanding commercial paper under these programs. Concurrent with events
in October 2002, as described in Note 3, US commercial paper markets became inaccessible to TXU Corp.,
TXU Energy and Oncor. Commercial paper borrowings are expected to resume as market concerns regarding
the liquidity of TXU Corp. and its US subsidiaries are mitigated.

With respect to the 364-day revolving credit facility in the above table, TXU Corp. is pursuing various alternatives
for renewing this facility, including the option under the agreement of converting the outstanding borrowings
at the end of the term to a 364-day term loan.

Sale of Receivables Certain subsidiaries of TXU Corp. sell trade accounts receivable to TXU Receivables Company,
a wholly owned bankruptcy remote subsidiary of TXU Corp., which sells undivided interests in accounts
receivable it purchases to financial institutions. As of December 31, 2002, TXU Energy (through certain
subsidiaries), Oncor and TXU Gas are qualified originators of accounts receivable under the program. TXU
Receivables Company may sell up to an aggregate of $600 million in undivided interests in the receivables
purchased from the originators under the program. As of December 31, 2002, $1.26 billion face amount of
receivables were sold to TXU Receivables Company under the program in exchange for cash of $406 million
and $820 million in subordinated notes, with $31 million of losses on sales for the year ended December 31,
2002, that principally represents the interest costs on the underlying financing. These losses approximated 5%
of the cash proceeds from the sale of undivided interests in accounts receivable on an annualized basis. Funding
under the program decreased from $600 million at September 30, 2002 to $406 million at December 31, 2002,
primarily due to billing and collection delays arising from new systems and processes in TXU Energy and ERCOT
for clearing customer switching and billing data, as well as seasonality of the business.

Upon termination, cash flows to the originators would be delayed as collections of sold receivables would be
used by TXU Receivables Company to repurchase the undivided interests of the financial institutions instead
of purchasing new receivables. The level of cash flows would normalize in approximately 16 to 31 days. TXU
Business Services Company, a subsidiary of TXU Corp., services the purchased receivables and is paid a market
based servicing fee by TXU Receivables Company. The subordinated notes receivable from TXU Receivables
Company represent TXU Corp.’s subsidiaries’ retained interests in the transferred receivables and are recorded
at book value, net of allowances for bad debts, which approximates fair value due to the short-term nature of
the subordinated notes, and are included in accounts receivable in the consolidated balance sheet.

In October 2002, the program was amended to extend the program to July 2003, to provide for reserve requirement
adjustments as the quality of the portfolio changes and to provide for adjustments to reduce receivables in the
program by the related amounts of customer deposits held by originators. In February 2003, the program was
further amended to allow receivables that are 31-90 days past due into the program.

Contingencies Related to Receivables Program Although TXU Receivables Company expects to be able to pay its
subordinated notes from the collections of purchased receivables, these notes are subordinated to the undivided
interests of the financial institutions in those receivables, and collections might not be sufficient to pay the
subordinated notes. The program may be terminated if either of the following events occurs:
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1) the credit rating for the long-term senior debt securities of both any originator and its parent guarantor,
if any, declines below BBB- by Standard & Poor's (S&P) or Baa3 by Moody's; or

2) the delinquency ratio (delinquent for 31 days) for the sold receivables, the default ratio (delinquent for
91 days or deemed uncollectible), the dilution ratioc (reductions for discounts, disputes and other allowances)
ot the days collection outstanding ratio exceed stated thresholds.

The delinquency and dilution ratios exceeded the relevant thresholds at various times during 2002 and in
January 2003, but waivers were granted. These ratios were affected by issues related to the transition to deregu-
lation. Certain billing and collection delays arose due to implementation of new systems and processes within
TXU Energy and ERCOT for clearing customer switching and billing data. The resolution of these issues as
well as the implementation of new POLR rules by the Commission (see Note 15) are expected to bring the
ratios in consistent compliance with the program.

Under the receivables sale program, all originators are required to maintain a BBB- (S&P) and a Baa3 (Moody'’s)
rating or better (or supply a parent guarantee with a similar rating). A downgrade below the required ratings for
an originator would prevent that originator from selling its accounts receivable under the program. If all

originators are downgraded so that there are no eligible originators, the facility would terminate.

The accounts receivable program also contains a cross-default provision with a threshold of $50 million applicable
to each of the originators under the program. TXU Receivables Company and TXU Business Services Company
each have a cross-default threshold of $50 thousand. If either an originator, TXU Business Services Company or
TXU Receivables Company defaults on indebtedness of the applicable threshold, the facility could terminate.

7. LONG-TERM DEBT
DECEMBER 31,

Entity « 2002 2001

TXU ENERGY
Pollution Control Revenue Bonds:

Brazos River Authority:

1.390% Floating Taxable Series 1993 due June 1, 2023 ¢ : $ 44 $ 69
4.900% Fixed Series 1994A due May 1, 2029 39 39
5.400% Fixed Series 1994B due May 1, 2029 39 39
5.400% Fixed Series 1995A due April 1, 2030 50. 50
5.050% Fixed Series 19958 due June 1, 2030 118 118
4.800% Fixed Series 1999A due April 1, 2033 111 111
1.150% Floating Series 1999B due September 1, 2034 @ 16 16
1.450% Floating Series 1999C due March 1, 20324 50 50
4.950% Fixed Series 2001A due October 1, 2030 121 121
4.750% Fixed Series 2001B due May 1, 20294 19 19
5.750% Fixed Series 2001C due May 1, 2036 274 274
4.250% Fixed Series 2001D due May 1, 2033 « 271 271
1.940% Floating Taxable Series 2001E due December 31, 2036 — 36
1.700% Floating Taxable Series 2001F due December 31, 20364 39 39
1.700% Floating Taxable Series 2001G due December 31, 2036 72 72
1.470% Floating Taxable Series 2001H due December 31, 2036 ¢ 31 31
1.420% Floating Taxable Series 20011 due December 31, 2036 @ 63 63
1.650% Floating Series 2002A due May 1, 2037 61 —
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DECEMBER 31,

Entity 2002 2001
Sabine River Authority of Texas:
6.450% Fixed Series 2000A due June [, 2021 51 51
5.500% Fixed Series 2001A due May 1, 2022 91 91
5.750% Fixed Series 20018 due May 1, 2030 © 107 107
4.000% Fixed Series 2001C due May 1, 2028 © 70 70
1.700% Floating Taxable Series 2001D due December 31, 2036 @ 12 12
1.470% Floating Taxable Series 2001E due December 31, 2036 45 45

Trinity River Authority of Texas:

4.900% Fixed Series 2000A due May 1, 2028 ) 14 14
5.000% Fixed Series 2001A due May 1, 2027 37 37
Other:
7.000% Fixed Senior Notes - TXU Mining Company LLP due May 1, 2003 73 125
3.410% Floating Rate Debentures due May 20, 2003 — 1,500
6.875% Fixed Senior Notes — TXU Mining Company LLP due August 1, 2005 30 100
9.000% Fixed Exchangeable Subordinated Notes due November 22, 2012 750 —
Capital Lease obligations 10 —
Other 8 8
Unamortized premium and discount (111) (1)
Total TXUJ Energy 2,605 3,577

TXU US HOLDINGS

7.170% Fixed Senior Debentures due August 1, 2007 10 10

9.556% Fixed Notes due in bi-annual installments through December 4, 2019 73 75

8.254% Fixed Notes due in quarterly installments through December 31, 2021 68 70

2.507% Floating Rate Junior Subordinated Debentures, Series D due January 30, 2037 1 1

8.175% Fixed Junior Subordinated Debentures, Series E due January 30, 2037 8 8

Total TXU US Holdings 160 164
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DECEMBER 31,

Entity 2002 2001

ONCOR
9.320% Fixed Medium Term Secured Notes due January 15, 2002 —_ 10
9.680% Fixed Medium Term Secured Notes due February 25, 2002 —_ 20
9.700% Fixed Medium Term Secured Notes due March 1, 2002 — 25
6.470% Fixed Medium Term Secured Notes due November 13, 2002 — 3
6.560% Fixed Medium Term Secured Notes due November 20, 2002 — 10
6.580% Fixed Medium Term Secured Notes due November 20, 2002 — 5
9.530% Fixed Medium Term Secured Notes due January 30, 2003 4 4
9.700% Fixed Medium Term Secured Notes due February 28, 2003 11 11
8.125% Fixed First Mortgage Bonds due February 1, 2002 — 150
8.000% Fixed First Mortgage Bonds due June 1, 2002 — 147
6.750% Fixed First Mortgage Bonds due March 1, 2003 133 194
6.750% Fixed First Mortgage Bonds due April 1, 2003 70 95
2.426% Floating Rate Series C First Mortgage Bonds due June 15, 2003 — 400
8.250% Fixed First Mortgage Bonds due April 1, 2004 100 100
6.250% Fixed First Mortgage Bonds due October 1, 2004 121 121
6.750% Fixed First Mortgage Bonds due July 1, 20035 92 92
8.875% Fixed First Mortgage Bonds due February 1, 2022 — 112
1.875% Fixed First Mortgage Bonds due March 1, 2023 224 224
8.750% Fixed First Mortgage Bonds due November 1, 2023 103 103
7.875% Fixed First Mortgage Bonds due April 1, 2024 133 133
8.500% Fixed First Mortgage Bonds due August 1, 2024 — 115
7.625% Fixed First Mortgage Bonds due July 1, 2025 215 215
7.375% Fixed First Mortgage Bonds due October 1, 2025 178 178
6.375% Fixed Senior Secured Notes due May 1, 2012 700 —
7.000% Fixed Senior Secured Notes due May 1, 2032 500 —
6.375% Fixed Senior Secured Notes due January 15, 2015 500 —
7.250% Fixed Senior Secured Notes due January 15, 2033 350 —
5.000% Fixed Debentures due September 1, 2007 200 —
7.000% Fixed Debentures due September 1, 2022 800 —_
Unamortized premium and discount and fair value adjustments (35) (15)

Tortal Oncor Electric Delivery Company 4,399 2,452

TXU GAS
7.625% Fixed Putable Asset Term Securities due October 15, 2012 — 200
6.250% Fixed Notes due January 1, 2003 125 125
6.375% Fixed Notes due February 1, 2004 150 150
7.125% Fixed Notes due June 15, 2005 150 150
6.564% Fixed Remarketed Reser Notes due January 1, 2008 125 125
Unamortized premium and discount and fair value adjustments 1 4

Total TXU Gas 551 754
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DECEMBER 31,

Entity 2002 2001
TXU AUSTRALIA
7.200% Floating Notes due October 30, 2003 ¥ 17 15
7.080% Floating Notes due September 21, 2007 155 141
7.120% Floating Note, Tranche A Facility due October 26, 2004 @ 23 21
5.800% Floating Note, Tranche A Facility due October 26, 2004 © 142 56
5.160% Floating Note, Tranche A Facility due October 26, 2004 — 70
5.040% Floating Note, Tranche A Facility due October 26, 2004 — 63
6.950% Floating Note, Tranche B Facility due October 26, 2004 &) 113 101
7.110% Floating Note, Tranche B Facility due October 26, 2004 34 31
8.320% Floating Note, Tranche B Facility due October 26, 2004 b 62 124
6.860% Floating Note, Tranche B Facility due October 26, 2004 73 —
7.050% Floaring Note, Tranche C Facility due October 26, 2004 ® 311 394
6.860% Floating Note, Tranche C Facility due October 26, 2004 ) 113 —
7.000% Fixed Medium Term Notes due September 22, 2005 113 102
6.680% Floating Senior Notes due December 1, 2006 203 184
7.150% Floating Senior Notes due December 1, 2016 70 63
Unamortized premium and discount and fair value adjustments 99 107
Total TXU Australia 1,528 1,472
CORPORATE AND OTHER
10.25% Fixed Senior Notes due March 15, 2005 — 14
10.58% Fixed Senior Notes due March 15, 2010 —_ 72
6.200% Fixed Senior Notes Series A due October 1, 2002 — 125
6.375% Fixed Senior Notes Series B due October 1, 2004 175 175
6.375% Fixed Senior Notes Series C due January 1, 2008 200 200
5.520% Fixed Senior Notes Series D due August 16, 2003 323 350
4.050% Fixed Senior Notes Series E due August 16, 2004 2 350
6.375% Fixed Senior Notes Series | due June 15, 2006 800 800
4.750% Fixed Senior Notes Series K due November 16, 2006 (equity-linked) 500 500
5.450% Fixed Senior Notes Series L due November 16, 2007 (equity-linked) 500 500
5.800% Fixed Senior Notes Series M due May 16, 2008 (equity-linked) 440 —
6.000% Fixed Telecom Overfund Trust Debt due bi-annually through August 15, 2004 178 259
12.80% Floating notes ‘¥ 4 6
3.355% Building Financing due bi-annually through February 28, 2022 140 —
Unamortized premium and discount and fair value adjustments 50 22
Total Corporate and Other 3,312 3,373
Total TXU Corp. Consolidated 12,555 11,792
Less amoun: due currently 855 866
Total Long-Term Debt $11,700 $10,926

(a) Interest rates in effect ar December 31, 2002.

(b) Interest rates fixed by swaps at December 31, 2002.

(c) These series are in the muldannual mode. These bonds are subject to mandatory tender prior to maturity on the mandatory remarketing date. On such date, a new inserest

rate and interest rare period will be reset for the bonds.

(d) Interest vates in effect at December 31, 2002. These sevies are in a flexible or weekly rate mode and are supported by an irrevocable letter of credit. Series in the flexible

mode will be remarketed for periods of less than 270 days.
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In February 2003, Oncor gave notice of its intent to redeem on March 5, 2003, all ($103 million principal
amount) of its First Mortgage and Collateral Trust Bonds, 8%% Series due November 1, 2023, at 104.01% of
the principal amount thereof, plus accrued interest to the redemption date. The notice is subject to receipt of
the redemption funds by the trustee on or before the redemption dare.

In December 2002, Oncor issued $850 million principal amount of its senior secured notes in two series in a
private placement with registration rights. One series of $500 million bears interest at the annual rate of
6.375% and matures in 2015, and the other series of $350 million bears interest at the annual rate of 7.250%
and matures in 2033. Each series is initially secured by a lien on an equal principal amount of Oncor’s first
mortgage bonds and the lien of the indenture under which the senior secured notes were issued; however, the
lien of those bonds may be released in certain circumstances. The net proceeds were used by Oncor for the
repurchase and retirement of $61 million principal amount of Oncor’s 6.75% First Mortgage Bonds due in
March 2003 and the defeasance of the remaining $133 million principal amount, and the repurchase and
retirement of $25 million principal amount of Oncor’s 6.75% First Mortgage Bonds due April 2003 and the
defeasance of the remaining $70 million principal amount. The remaining net proceeds were used for general
corporate purposes, including the repayment of short-term advances from affiliates. The short-term advances
represented amounts previously borrowed to redeem $400 million principal amount of Oncor’s First Mortgage
Bonds floating rate Series C due June 15, 2003.

The defeasance amounts (approximately $210 million at December 31, 2002) were deposited with the trustee
for such bonds with irrevocable instructions from Oncor to apply such deposited proceeds to the payment of
principal and interest on such bonds through maturity or the earliest redemption date. These deposits are
reflected in restricted cash on the balance sheet.

In October 2002, TXU Gas exercised its right to redeem $200 million aggregate principal amount of Putable
Asset Term Securities (PATS) notes that would have matured on October 15, 2012, for a cash premium of $35
million ($23 million after-tax), which has been recognized as an extraordinary loss on debt extinguishment in
the fourth quarter of 2002. TXU Gas used cash advances from TXU Corp. and cash on hand to fund the
redemption of the PATS notes.

In October 2002, TXU Corp. paid off $125 million of notes at maturity.

In August 2002, Oncor issued $1.0 billion aggregate principal amount of unsecured debentures in two series in a
private placement with registration rights. One series of $200 million is due September 1, 2007, and bears interest
at the rate of 5%, and the other series of $800 million is due September 1, 2022, and bears interest at the rate

of 7%. Proceeds from the issuance were used by Oncor to repay advances from affiliates and commercial paper.

In August 2002, Oncor redeemed all of its 8.5% First Mortgage Bonds due August 1, 2024, and all of its 8.875%
First Mortgage Bonds due February 1, 2022, in aggregate principal amounts of $115 million and $112 million,
respectively. In June 2002, Oncor redeemed all of its 8% First Mortgage Bonds due June 1, 2002, in the
aggregate principal amount of $147 million, and in February 2002, Oncor redeemed all of its 8.125% First
Mortgage Bonds due February 1, 2002, in the aggregate principal amount of $150 million. In July 2002, TXU
Energy redeemed at par the remaining $635 million principal amount of its floating rate debentures due May 20,
2003. Oncor and TXU Energy funded the redemptions through the issuance of commercial paper, advances
from affiliates and cash from operations.

In May 2002, Oncor issued $1.2 billion aggregate principal amount of senior secured notes in two series in a
private placement with registration rights. One series of $700 million is due May 1, 2012, and bears interest at
the annual rate of 6.375%, and the other series of $500 million is due May 1, 2032, and bears interest at the
annual rate of 7%. Each series is initially secured by an equal principal amount of Oncor's first mortgage bonds;
however, the lien of those bonds may be released in certain circumstances. Proceeds from the issuance were
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used by Oncor to repay advances from US Holdings. US Holdings used the repayments from Oncor to repay
advances from TXU Energy and TXU Corp. TXU Energy used the repayments to redeem $865 miltion principal
amount of floating rate debentures due May 20, 2003, and TXU Corp. used the repayments to repay $335 million
of short-term borrowings.

Also in May 2002, the Brazos River Authority issued $61 million principal amount of weekly reset floating rate
pollution control revenue refunding bonds for TXU Energy, the proceeds of which were used to refund a similar

principal amount of pollution control revenue bonds.

During the first quarter of 2002, TXU Corp. redeemed $114 million of senior notes with rates ranging from 5.52%
to 10.58% that were originally due from 2002 to 2010, resulting in an extraordinary loss of $17 million (net of

income tax kenefit of $9 million). Also, TXU Mining Company LP redeemed $70 million of its 6.875% senior

notes due 2005 and $53 million of its 7.0% senior notes due 2003.

As of December 31, 2002, the aggregate secured long-term debt of TXU Corp. and its consolidated subsidiaries
consisted of $3.4 billion of Oncor’s first mortgage bonds and senior secured notes that are secured by a lien on
substantially all of its tangible electric T&D property, and $15 million of various other long-term debt secured
by liens on urility plant and other assets in North America. TXU Corp.’s long-term debt obligations are not
guaranteed or secured by affiliates.

2001 Debt Restructuring and Refinancing Plan On January 1, 2002, US Holdings’ business was restructured into a
regulated T&D utility business and an unregulated energy business. In connection with the restructuring, the
generation assets transferred to TXU Energy were released from the lien of US Holdings’ mortgage. Upon transfer
of the T&D assets to Oncor, Oncor assumed US Holdings’ mortgage and the first mortgage bonds cutstanding
thereunder. Substantially all of Oncor’s T&D assets are subject to liens under its mortgage indentures.

Under the debt restructuring and refinancing plan, US Holdings’ pollution control bond obligations were
assurmned by TXU Energy.

The debt restructuring process resulted in an extraordinary charge of $97 million (net of income tax benefit of
$52 million) in the fourth quarter of 2001. (See Note 4.) In connection with the refinancing, approximately

$73 million in addirional pre-tax losses from the reacquisition of debt and trust securities was allocated to Oncor
and was written off in the fourth quarter of 2001. Because this write-off is recoverable, it reduced the adjustment

to revenues for earnings in excess of the regulatory earnings cap.

The pollution control series variable rate debt of TXU Energy requires periodic remarketing. Because TXU Energy
intends to remarket these obligations, and has the ability and intent to refinance if necessary, they have been
classified as long-term debt.

Equity-Linked Debt Securities Equity-linked debt securities are units that consist of (i) TXU Corp. senior notes
and (ii) a stock purchase contract that requires the holder to purchase TXU Corp. common stock in the future.
The number of shares issuable upon settlement of stock purchase contracts is based on the market price, which
is determined as the average of the closing price of TXU Corp. common stock on each of the twenty consecutive
trading days ending on the third trading day immediately preceding the settlement date. The calculation of
shares issuable is subject to a minimum price or “reference price” (typically this is the price of the common
stock at the time of the initial issuance of the equity-linked debt securities) and a maximum price or “threshold
appreciation price” (this represents a premium over the reference price that is negotiated in connection with
the pricing of the offering). The reference price and the threshold appreciation price for each series of TXU
Corp.’s equity-linked debr securities are based on market conditions at the time the securities were issued.

To the extent the market price of TXU Corp. common stock is below the reference price on the applicable
settlernent date, holders of equity-linked debt securities would be required to purchase TXU Corp. common
stock at a price higher than the marker price at that time. The market price of TXU Corp.’s common stock is
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currently below the reference price for both currently outstanding series of TXU Corp.’s equity-linked debt
securities. TXU Corp.’s liquidity and stock price affect the market price of the equity-linked debr securities
(as well as the markert price of other securities issued by TXU Corp. and its subsidiaries), but do not have any
effect on the provisions of the equity-linked debt securities other than the impact on the settlement rate, as
discussed above.

In June 2002, TXU Corp. issued 8.8 million equity-linked debt securities (2002 Corporate Units) with an
aggregate stated amount of $440 million. Net proceeds of $427 million were used for working capital and other
general corporate purposes, including repayment of commercial paper and to provide advances to subsidiaries.
Each of the 2002 Corporate Units inirially consists of an unsecured $50 note (Series M due 2008) and a contract
to purchase from TXU Corp. its commen stock in the future. Quarterly distributions on the 2002 Corporate
Units will include interest on the notes at the annual rate of 5.8% and contract adjustment payments payable
by TXU Corp. at the annual rate of 2.325%. The contracts require the holders to purchase TXU Corp. common
stock based on a range of prices per share ($51.15 minimum or reference price to $62.9145 maximum or
threshold appreciation price) at the settlement date of May 16, 2006. In connection with the issuance, TXU
Corp. recorded, as a reduction to common stock equity, the present value of the contract adjustment payments
of $36 million and a portion of the costs incurred in connection with the issuance of the 2002 Corporate Units.
A liability was recorded for the contract adjustment payments and will be reduced as the contract adjustment
payments are made. Under the terms of the purchase contracts, TXU Corp. will issue between 6,993,600 and
8,602,000 shares of its common stock in connection with the settlement date. A total of 8,602,000 shares of
TXU Corp.’s common stock are reserved for issuance in connection with the 2002 Corporate Units.

In October 2001, TXU Corp. issued 20 million equity-linked debt securities (2001 Equity Units) with an
aggregate stated amount of $1.0 billion. Net proceeds of $974 million were used to repay commercial paper.
Each of the corporate units initially consists of two unsecured $25 notes (Series K due 2006 and Series L due
2007) and a contract to purchase from TXU Corp. its common stock in the future. Quarterly distriburions on
the corporate units will include interest on the notes at the annual rate of 4.75% on Series K and 5.45% on
Series L. and contract adjustment payments of 3.65% per annum on the stated amounts of the notes through
the first settlement date, then interest of 5.45% on Series L and contract adjustment payments of 3.30% per
annum on the stated amounts through the second settlement date. The contracts require the holders to purchase
TXU Corp. common stock based on a range of prices per share ($45.64 minimum or reference price to $55.68
maximum or threshold appreciation price) on the settlement dates of November 16, 2004 and 2005. In connection
with the issuance, TXU Corp. recorded, as a reduction of common stock equity, the present value of the contract
adjustment payments of $116 million and a portion of the costs incurred in connection with the issuance of the
2001 Equity Units. A liability was recorded for the contract adjustment payments and will be reduced as the
contract adjustment payments are made. Under the terms of the Purchase Contracts, TXU Corp. will issue
between 8,980,000 and 10,956,000 shares of its common stock in connection with each settlement date.

A rotal of 21,912,000 shares of TXU Corp.’s common stock are reserved for issuance in connection with the
2001 Equity Units.

TXU Corp. has the right to defer the contract adjustment payments on these equity-linked debr securities,
but any such election will subject TXU Corp. to restrictions on the payment of dividends on and redemption
of outstanding shares of its common stock. TXU Corp. currently has no plans to defer these contract adjust-
ment payments.

In 1998, TXU Corp. issued $700 million of equity-linked debt securities, which consisted of a debt component
(Series D due 2003 and Series E due 2004) and common stock forward purchase contracts. The first of the two
common stock forward purchase contracts was sertled on August 16, 2001, with the issuance of 7.5 million shares
of common stock for $351 million in cash. The second of the common stock forward purchase contracts was

settled on August 16, 2002, with the issuance of approximately 8.4 million shares of common stock to the holders
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of these equity-linked securities for approximately $111 million in cash. In addition, TXU Corp. retained and
canceled approximately $238 million of the 6.5% Series E Notes in satisfaction of the obligations under the
common stock forward purchase contracts of holders that did not settle their contracts with cash. Holders of
$109 million of Series E Notes had their notes repaid by TXU Corp. on September 3, 2002. The Series E Notes
that remain outstanding (approximately $2.2 million principal amount) bear interest ar 4.05% per annum from
August 16, 2002, through maturity on August 16, 2004.

Exchangeable Subordinated Debt In November 2002, TXU Energy issued $750 million of exchangeable subordinated
notes in a private placement. The notes will mature in November 2012, bear interest at the annual rate of 9%
and permit the deferral of interest payments. TXU Corp. has granted the holders the right to exchange the notes
for TXU Corp. common stock. The notes currently may be exchanged, subject to certain restrictions, at any
time for up to approximately 57 million shares of TXU Corp. common stock at an exercise price of $13.1242
per share. The number of shares of TXU Corp. common stock that may be issuable upon the exercise of the
exchange right is determined by dividing the principal amount of notes to be exchanged by the exercise price.
The exercise price and the number of shares to be issued are subject to anti-dilution adjustments. The proceeds
from the issuance of the notes were used for the repayment of two standby credit facilities that expired in
November 2002. TXU Corp. recognized a discount on the notes of $111 million, which represented the excess
of the market value of TXU Corp. common stock on the transaction date over the exercise price applied to the
number of issuable shares. This discount is being amortized to interest expense over the term of the debt. As a
result, the effective interest rate on the notes is 11.5%. At the time of any exchange of the notes for common
stock, the unamortized discount will be proportionately written off as a charge to earnings.

The exchangeable notes are subordinated in bankruptcy to all other TXU Energy obligations. TXU Energy has
the right until May 2003 to require the holders of the notes to exchange their interest in the notes for a preferred
equity interest in TXU Energy with economic and other terms substantially identical to the notes. The original
purchasers of the notes have the right to nominate one member to the board of directors of TXU Corp., and
such member has been appointed to fill a vacancy. This right exists so long as the original purchasers hold at
least 30% of their original investment in the form of common stock and/or notes, but no later than November
2012 or, if later, the date no notes remain outstanding. The holders of the notes are restricted from actions that
would increase their control of TXU Corp.

Australia At December 31, 2002, TXU Australia had A$505 million ($285 million) in medium-term notes
outstanding, of which payments of A$475 million ($268 million) were guaranteed under a policy issued by
MBIA Insurance Corporation. The medium-term notes have three tranches consisting of fixed and variable rates
of which A$30 million ($17 million) is due October 2003 and the remainder is due between September 2005
and September 2007.

Maturities Sinking fund and maturity requirements for all long-term debt instruments, excluding capital lease
obligations, in effect at December 31, 2002, were as follows:

Year
2003 $ 854
2004 1,526
2005 402
2006 1,521
2007 854
Thereafter 7,351
Unamortized premium and discount and fair value adjusrments 7
Capital lease obligations 10
Total $12,555
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Financial Covenants, Credit Rating Provisions and Cross-Default Provisions The terms of certain financing arrangements
of TXU Corp. and its consolidated subsidiaries contain financial covenants that require maintenance of specified
fixed charge coverage ratios, shareholders’ equity to total capitalization ratios and leverage ratios andfor contain
minimum net worth covenants. TXU Energy’s exchangeable subordinated notes also limit its incurrence of
additional indebtedness unless a leverage ratio and interest coverage test are met on a pro forma basis. As of
December 31, 2002, TXU Corp. and its US and Australian subsidiaries were in compliance with all such
applicable covenants.

Certain financing and other arrangements of TXU Corp. and its continuing US and Australian subsidiaries
contain provisions that are specifically affected by changes in credit ratings and also include cross-default
provisions. The material provisions are described below.

Other agreements of TXU Corp. and its subsidiaries, including some of the credit facilities discussed above,
contain terms pursuant to which the interest rates charged under the agreements may be adjusted depending on
the credit ratings of TXU Corp. or its subsidiaries.

Cross-Default Provisions

Certain financing arrangements of TXU Corp. and its subsidiaries contain provisions that would result in an
event of default if there is a failure under other financing arrangements to meet payment terms or to observe
other covenants that would result in an acceleration of payments due. Such provisions are referred to as
“cross-default” provisions. Most agreements have a cure period of up to 30 days from the occurrence of the
specified event during which the company is allowed to rectify or correct the situation before it becomes an
event of default.

TXU Corp.’s $500 million three-year revolving facility contains a cross default with respect to any default by
TXU Corp. or any US subsidiary thereof in respect of any indebtedness in excess of $50 million. A default by
TXU Australia would not trigger the cross-default provision contained in this facility.

A default by US Holdings or any subsidiary thereof on financing arrangements of $50 miilion or more would
result in a cross-default under the $1.0 billion joint US Holdings/TXU Energy/Oncor 364-day revolving credit
facility, the $1.4 billion US Holdings 5-year revolving credit facility, two letter of credit reimbursement and
credit facility agreements ($68.1 million and $54.2 million currently outstanding, respectively) and the $103
million TXU Mining Company LP senior notes (which have a $1 million threshold). Under the joint US
Holdings/TXU Energy/Oncor $1.0 billion 364-day revolving credit facility, a defaule by TXU Energy or any
subsidiary thereof would cause the maturity of outstanding balances under such facility to be accelerated as 1o
TXU Energy and US Holdings, but not as to Oncor. Also, under this credit facility, a default by Oncor or any
subsidiary thereof would cause the maturity of outstanding balances to be accelerated under such facility as to
Oncor and US Holdings, but not as to TXU Energy. Further, under this credit facility, a default by US Holdings
would cause the maturity of outstanding balances under such facility to be accelerated as to US Holdings, but
not as to Oncor or TXU Energy. Under the Oncor $150 million credic facility, a default by Oncor or any subsidiary
thereof would cause the maturity of outstanding balances under such facility to be accelerated.

TXU Corp.’s 6% Notes due 2003 to 2004, which are held by the Pinnacle Overfund Trust ($178 million
outstanding at December 31, 2002) and Pinnacle’s unconsolidated 8.83% Senior Secured Notes due 2004 ($810
million outstanding at December 31, 2002} contain cross-default provisions relating to a failure to pay principal
or interest on indebtedness of TXU Corp. or TXU Communications (in the case of the 8.83% Senior Secured
Notes due 2004) in a principal amount of $50 million or above.

A default by TXU Gas or any of its material subsidiaries on indebtedness of $25 million or more would result in
a cross default under the $300 million TXU Gas senior notes due 2004 and 2005.
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8. TXU CORP. OR SUBSIDIARY OBLIGATED, MANDATORILY REDEEMABLE,
PREFERRED SECURITIES OF SUBSIDIARY TRUSTS, EACH HOLDING
SOLELY JUNIOR SUBORDINATED DEBENTURES OF TXU CORP. OR RELATED
SUBSIDIARY (TRUST SECURITIES) ‘

Statutory business trusts have been established as wholly owned financing subsidiaries (Trusts) of TXU Corp.,
US Holdings and TXU Gas (parent companies) for the purposes, in each case, of issuing trust securities and
holding Junior Subordinated Debentures issued by the Trust’s parent company (Debentures). TXU Corp.
Capital I and Il Trust Securities have a liquidation preference of $25 per unit, and TXU Gas Capital I Trust
Securities have a liquidation preference of $1,000 per unit. The only assets of each Trust are Debentures of its
parent company having a principal amount set forth under “Trust Assets” in the table below. The interest on
Trust assets matches the distributions on the Trust Securities. Each Trust uses interest payments received on
the Debentures it holds to make cash distributions on the Trust Securities it has issued.

The Trust Securities are subject to mandatory redemption upon payment of the Debentures at maturity or upon
redemption. The Debentures are subject to redemption, in whole or in part at the option of the parent company,
at 100% of their principal amount plus accrued interest, after an initial period during which they may not be
redeemed and at any time upon the occurrence of certain events. The cartying value of the Trust Securities is
increased periodically to equal the redemption amounts at the mandatory redemption dates with a corresponding

increase in Trust Securities distriburions.

In December 2001, in connection with the restructuring and refinancing plans of US Holdings to comply with
the 1999 Restructuring Legislation, the TXU Electric Capiral I and Capital I11 Trust Securities, with liquidation
preferences of $25 per unit, were redeemed for $141 million and $194 million, respectively. In addition, US
Holdings redeemed $99 million of the $100 million of outstanding TXU Electric Capital IV Trust Securities
and $392 million of the $400 million outstanding amount of its TXU Electric Capital V Trust Securities, both
of which had a liquidation preference of $1,000 per unit. Following the completion of the redemption, the
Capital IV and V Trusts were liquidated. The capital securities held by the security holders were refinanced by
proceeds of junior subordinated debentures of US Holdings, which are classified on the balance sheet as other
long-term debt. '

The statutory business trust subsidiaries of TXU Corp., US Holdings and TXU Gas had Trust Securities

outstanding and Trust Assets as follows at December 31:

Trust Securities Trust Assets
Units (000's) Amount Amount Maturity
2002 2001 2000 2002 2001 2000 7002 2001 2000
TXU CORP.
TXU Corp. Capiral | {7.25% Scries) 9,200 9,200 9,200 $223 $223 $223 $237 $237 $237 2029
TXU Corp. Capital Il (8.70% Series) 6,000 6,000 6,000 145 145 145 155 155 155 2034
Total TXU Corp. 15,200 15,200 15,200 368 368 368 392 392 392
US HOLDINGS
TXU Electric Capital [ (8.25% Series) — — 5,871 — — 141 — — 155 2030
TXU Electric Capital I1I (8.00% Series) — — 8,000 — — 194 — — 206 2035
TXU Electric Capital 1V
(Floating Rate Trust Securities) — — 100 — — 98 — — 103 2037
TXU Electric Capital V (8.175% Series) — — 400 — — 396 — — 412 2037
Total US Holdings — — 14,371 — — 829 — — 876
TXU GAS
TXU Gas Capital 1
(Floating Rate Trust Securities)" 150 150 150 147 147 147 155 155 135 2028
Total 15,350 15,350 29,721 $515 $515 $1,344 $547 5347  $1423

{a) Interest rate swaps effectively fix the rate on $100 million of the TXU Gas Floating Rate Trust Securities ar 6.629% and at 6.444% on the remaining $50 million of the
Trust Securities to July 1, 2003,

Each parent company owns the common trust securities issued by its subsidiary trust and has effectively issued a
full and unconditional guarantee of such trust’s securities.

PAGE II4




TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

9. PREFERRED STOCK AND SECURITIES OF SUBSIDIARIES OF TXU CORP.

Shares Outstanding Amount
December 31, December 31,  Redemption Price Per Share
{thousands of shares) 2002 and 2001 2002 and 2001 December 31, 2002

NOT SUBJECT TO MANDATORY REDEMPTION:
US Holdings: ®

$4.00 to $5.08 dividend rate series 379 $ 38 $101.79 10 $112.00

$7.98 series 261 26 ()

$7.50 series® 308 30 ©

$7.22 series ™ 221 21 e}
Sub-toral 115

TXU Gas

Adjustable rate-series F @ 15 75 $1,000

Total $190

SUBJECT TO MANDATORY REDEMPTION:

US Holdings: @
$6.98 series 107 $ 11 )
$6.375 series 100 10 ®
Total $ 21

(a) Cumulative, withows par value, entitled upon liquidation to $100 per shave; 17,000,000 total shaves authovized.

(b) The preferved stock series is the underlying preferred stock for depositary shares that were issued to the public. Each depositary share, at $25 per share, represents one quarter
of a share of underlying preferved stock.

(c) Not redeemable at December 31, 2002.

(d) Endiled upon liquidation to stated value of $1,000 per share; 2,000,000 total shaves authorized. The preferred stock sevies is the underlying preferred stock for depositary
shares that were tssued 1o the public. Each depositary share, at $25 per share, represents one-fortieth of a share of underlying preferred stock. Dividend rates are determined
quarterly, in advance, based on cevtain US Treasury rates. At December 31, 2002, the Series F bears a dividend rate of 4.50%.

(e) US Holdings was required to redeem at a price of $100 per share plus accumulated dividends a specified minimum number of shares annually or semi-annually. As of
December 31, 2002, TXU Corp. has met its sinking fund requivements on these securities and has no further mandatory redemption requirements. US Holdings may annually
call for redemption, at its option, an aggregate of up ro rwice the number of shares shown below for each series at a price of $100 per share plus accumulated dividends on
the following dates.

Redeemable Date of
Series Shares  Redemption
$6.980 50,000 annually July 1
$6.375 50,000 annually Qctober 1

The carrving value of preferred stock subject to mandarory redemption is being increased periodically to equal the redemprion amouns ar the mandatory redemption dates
with a corresponding increase in preferred stock dividends.

The holders of preferred stock have no voring rights except for changes to the articles of incorporation that would
change the rights or preferences of such stock, authorize additional shares of stock or create an equal or superior
class of stock. They have the right to vote for the election of directors only while certain dividend arrearages
exist. The holders of preferred trust securities have no voting rights.

10. SHAREHOLDERS’ EQUITY

Common Stock Equity In December 2002, TXU Corp. issued 35 million shares of its common stock for net cash
proceeds of $499 million. In June 2002, TXU Corp. issued in a public offering 11.8 million shares of its common
stock for net proceeds of $585 million, Proceeds from cthese sales were used for working capital and other general
corporate purposes, including the repayment of commercial paper. See Note 7 to Financial Statements regarding
8.4 million common shares issued in August 2002 in connection with the 1998 equity-linked debt securities.
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On October 12, 2002, TXU Corp. declared a common stock dividend of $0.125 per share, payable on January 2,
2003, which represents an 80% reduction from the previous dividend rate. The decrease was in response to
concetns regarding the liquidity of TXU Corp. and its US and Australian subsidiaries. See Note 3 regarding
events related to TXU Europe. TXU Corp. paid quarterly dividends of $0.60 a share in January 2002, April 2002,
July 2002 and Cctober 2002. Future dividends may vary and are subject to consideration of TXU Corp.’s profit
levels, operating cash flow levels and capital requirements, as well as financial and other business conditions

existing at the rime.

Under Texas law, TXU Corp. may only declare dividends out of surplus, which is statutorily defined as total
shareholders’ equity less the book value of common stock (stated capital). The write-off of TXU Corp.’s investment
in TXU Europe resulted in negative surplus. Texas law permits, subject to the receipt of shareholder approval,
the reclassification of stated capital into surplus. TXU Corp. received such shareholder approval of this
reclassificatior. in a special meeting of shareholders held February 14, 2003. Accordingly, approximately $8.0
billion will be reclassified from stated capital to additional paid-in capital, resulting in an increase of surplus in

the same amount.

TXU Corp. has a Direct Stock Purchase and Dividend Reinvestment Plan (DRIP) and a TXU Thrift Plan
(Thrift Plan). During 2002 and 2001, $40 million and $12 million in common stock of TXU Corp. were issued
to these plans, respectively. The requirements under the DRIP and Thrift Plan in 2000 were met through open
market purchases of TXU Corp.’s common stock.

At December 31, 2002, the Thrift Plan had an obligation of $241 million outstanding in the form of a note,
which TXU Corp. purchased from a third-party lender in 1990 and recorded as a reduction to common equity.
At December 31, 2002, the Thrift Plan trustee held 4,138,558 shares of common stock (LESOP Shares) of
TXU Corp. valued at $18.68 per share, under the leveraged employee stock ownership provision of the Thrift
Plan. LESOP Shares are held by the trustee until allocated to Thrift Plan participants when required to meet
TXU Corp.’s obligations under terms of the Thrift Plan. The Thrift Plan uses dividends on the LESOP Shares
held and contributions from TXU Corp., if required, to repay interest and principal on the note. As a result of
the reductior in the TXU Corp. common stock dividend, the TXU Corp. contributions required to repay such
interest and principal will increase by approximately $8 million next year. Common stock equity increases at
such time as LESOP Shares are allocated to participants’ accounts although shares of common stock outstanding
include unallocated LESOP Shares held by the trustee. Allocations to participants’ accounts increased common

stock equity by $8 million in 2002, and $9 million in 2001 and 2000.

At December 31, 2002, auchorized but unissued common stock of TXU Corp. were reserved for issuance
pursuant to the following;

DRIP Plan 3,267,957
Thrift Plan 2,291,273
TXU Corp. long-term incenrive compensation plan 8,148,344
TXU Europe Sharesave scheme 489,970
Equity-linked debt securities 30,514,000
Exchangeable subordinated notes 57,146,340
Other 2,842,421

Total 104,700,305
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During 2001, TXU Corp. had two equity purchase agreements with separate financial institutions to purchase
shares of TXU Corp.’s common stock. In April 2001, TXU Corp. purchased 1,252,500 shares of its common stock
for $44 million under one of the equity purchase agreements. Following that purchase, TXU Corp. terminated
both contracts without purchasing additional shares. Settlement of these agreements had no effect on earnings.
During 2000, TXU Corp. repurchased approximately 18.6 million shares of its common stock for $596 million
through open market purchases. Additional purchases may occur from time to time although none were made
in 2002, and none are expected for 2003.

Stock-based Compensation Plans Effective with the merger of ENSERCH Corporation (now TXU Gas) and
TXU Corp., outstanding options for ENSERCH Corporation common stock were exchanged for options for
532,913 shares of TXU Corp.’s common stock (TXU Gas Stock Option Plan). At December 31, 2002, 26,206
of these options remained outsranding and exercisable at prices ranging from $20.93 to $28.83 per share. No
further options will be granted under this plan.

The Long-Term Incentive Compensation Plan is a comprehensive, stock-based incentive compensation plan,
providing for discretionary awards (Awards) of incentive stock options, nonqualified stock options, stock
appreciation rights, restricted stock, restricted stock units, performance shares, performance units, bonus stock
and other stock-based awards. The maximum number of shares of common stock for which Awards may be
granted under the plan is 10,000,000, of which 8,148,344 shares remain authorized and available for award.
During 2002, 2001, and 2000, the Board of Directors granted the award of shares of restricted common stock,
which were issued subject to performance and vesting requirements over a three- to five-year period as shown
below. Shares are currently purchased for the plan on the open market by the plan trustee.

TXU Australia has an Employee Share Plan, introduced in 2001, which is available to Australia-based directors
and employees of TXU Australia with at least three months of service at the beginning of each six-month offering
period, starting on January 1 and July 1. Employees who elect to participate in this plan enroll and re-enroll for
six-month offer periods, and purchase TXU Corp. common stock at a 15% discount of the TXU Corp. stock
price, based on the lower of the fair market value on the first business day of the offering period or the fair market
value on a nominated dare just prior to final contributions for the relevant offering period. Participants may
elect between a tax exempt option or a tax deferred option. At the end of each offering period, participants may
elect to continue, change their contribution amounts or exit the plan. As of December 31, 2002, participants
were granted rights to purchase 18,065 shares of TXU Corp. common stock.

Despite the exiting of the TXU Europe business, participants in the TXU Europe Sharesave Plan have until
May 19, 2003, to determine if they will exercise their rights to purchase TXU Corp. Common Stack at the
weighted average price of approximately $23.63 per share. As of December 31, 2002, participants were eligible
to purchase 119,256 shares with the proceeds of their saving balance under the TXU Europe Sharesave Plan.
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The following table presents information about the stock options and stock grants under various stock

compensation plans at December 31, 2002.

TXU Gas Stock

Option Plan

Stock Grant Plans

TXU Long-term
Incentive
Compensation Plan

TXU Australia
Sharesave Plan

(stock grants) (discount purchases)

Balance — December 31, 1999 218,046 337,200
Granted — 406,50C
Lapsed — (61,000)
Exercised (18,676) (34,000)
Balance — December 31, 2000 199,370 648,700
Granted — 593,325
Lapsed (3,165) (40,000)
Exercised (116,755) (32,667)
Balance — December 31, 2001 79,450 1,169,358
Granted — 1,002,650 18,065
Lapsed (52,105) (277,950) —
Exercised (1,139) (361,067) —
Balance — December 31, 2002 26,206 1,532,991 18,065
Exercisable/will vest — 2003 2,532 357,833 —
Exercisable/will vest — 2004 4,305 465,192 —
Exercisable/will vest -~ 2005 2,343 709,966 18,065
Exercisable/will vest — 2006 17,026 — —
Exercisable/will vest — thereafter — — —
Weighted average exercise price — 2002
Qutstanding - Beginning of year $23.60 — —
Granted — — $27.59
Lapsed $19.75 — —
Exercised $23.21 — —
Qutstanding - End of year $24.55 — $27.59
Weighted average fair value of awards granted in:
2000 — $34.80 —
2001 — $44.12 —
2002 — $49.46 $32.45

Compensation expense related to restricted stock issued under the TXU Long-term Incentive Compensation

Plan is measured based on the market price of the stock at the end of the performance period because the

number of shares that will be distributed are not known at the date of grant. Compensation expense must be

estimated and allocated over the performance period, beginning with the period in which it becomes probable

that the perfcrmance requirements will be met. Changes in estimates are handled prospectively. The TXU

Long-term Incentive Compensation Plan increased compensation expense by $9 million in 2000 and 2001 and

decreased compensation expense by $17 million in 2002. TXU Corp. does not currently issue stock options.
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Had compensation expense for TXU Corp.’s stock options granted to employees in 1992 through 1996 been
determined based upon the fair value methodology prescribed under SFAS No. 123, TXU Corp.’s net income
would not have been materially different.

Preference Stock In June 2000, TXU Corp. issued 3,000 shares of Series B preference stock for $300 million.
The preference stock has a dividend rate of 7.24% until June 15, 2005. The dividend rate for subsequent periods
will be determined according to periodic auctions. The Series B preference stock has a liquidation preference of
$100,000 per share. TXU Corp. may not redeem the shares before June 15, 2005. TXU Corp. is authorized to

issue up to 50 million shares of preference stock in one or more series.

Shareholder Rights Plan In February 1999, the Board of Directors adopted a shareholder rights plan pursuant to
which shareholders were granted rights to purchase one one-hundredth of a share of Series A Preference Stock
(Rights) for each share of TXU Corp.’s common stock held.

In the event that any person acquires more than 15% of TXU Corp.’s outstanding common stock, in a transaction
not approved by the board of directors, the Rights become exercisable, entitling each holder {(other than the
acquiring person or group) to purchase that number of shares of securities or other property of TXU Corp. having
a market value equal to two times the exercise price of the Rights. If TXU Corp. were acquired in a merger or
other business combination, each Right would entitle its holder to purchase a number of the acquiring company’s
common shares having a market value of two times the exercise price of the Right. In either case, TXU Corp.’s
Board of Directors may choose to redeem the Rights before they become exercisable. TXU Corp.’s Board declared

a dividend of one Right for each outstanding share of Common Stock. Rights were distributed to shareholders
of record on March 1, 1999.

Dividend Restrictions Under existing provisions of the TXU Preferred Securities (Preferred Securities), so long as
any Preferred Securities of any series remain outstanding, TXU Corp. shall not declare or pay any dividend on,
or redeem, purchase, acquire or make a liquidation payment with respect to, any of TXU Corp.’s capital stock,
or make any guarantee payments with respect to the foregoing (other than payments under the guarantee relating
to such Preferred Securities) if at such time {(a) TXU Corp. shall be in default with respect to its payment or
other obligations under the guaranty relating to such Preferred Securities, (b) there shall have occurred, and be
continuing, a payment default (whether before or after expiration of any grace period) or an Event of Default
under the Preferred Securities, or (c) TXU Corp. shall have elected to extend any payment period as provided
in the agreement and any such period, or any extension thereof, shall be continuing.

In connection with the issuance of equity-linked debt securities in June 2002, TXU Corp. is required to make
contract adjustment payments to the holders of the equity-linked debt securities. TXU Corp. has the right to
defer the contract adjustment payments, but any such election will subject TXU Corp. to restrictions on the
payment of dividends on and redemption of outstanding shares of common stock. TXU Corp. has no plans to
defer these contract adjustment payments.

In addition, under borrowing arrangements, TXU Corp. is required to maintain a specified equity ratio, which
is affected by dividend payments; however, no dividends are presently restricted.

The mortgage of Oncor restricts Oncor’s payment of dividends to the amount of its retained earnings. Certain
other debt instruments and preferred securities of TXU Corp.’s subsidiaries contain provisions that restrict
payment of dividends during any interest or distribution payment deferral period or while any payment default
exists. At Deceraber 31, 2002, there were no restrictions on the payment of dividends under these provisions.
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11, INCOME TAXES

The components of TXU Corp.’s provisions for income taxes for continuing operations are as follows:

YEAR ENDED DECEMBER 31,

2002 2001 2000
Current:
US Federal $ 17 $272 $165
State 7 41 18
Non-US 3 (5) 5
Total 27 308 188
Deferred:
US Federal 73 (1) 133
State 1 (3) (19)
Non-US 19 2 (1)
Total 93 (12) 113
Investment tax credits (26) (23) (23)
Toral $ 94 $273 $278

Reconciliation of income taxes computed at the US federal statutory rate to provision for income taxes:

YEAR ENDED DECEMBER 31,

2002 2001 2000
Income from continuing operations before income taxes and extraordinary loss:
Domestic $172 $904 $926
Non-US 97 8 18
Total 269 912 944
Preferred steck dividends of subsidiaries 13 14 14
Income befere preferred stock dividends of subsidiaries $282 $926 $958
Income taxes at the US federal statutory rate of 35% $ 99 $324 $335
Depletion allowance (25) (25) (24)
Amortizaticn of investment tax credits (26) (23) (23)
Amortizaticn (under regulatory accounting) of statutory rate changes (8) (8) )]
State income taxes, net of federal tax benefit 5 25 (1)
Amortization of goodwill — 11 13
Nondeductible losses 53 — —
Other (4) 3D (13)
Provision for income raxes $ 94 $273 $278

TXU Corp. had net tax benefits from LESOP dividend deductions of $2.7 million, $3.8 million and $4.0 million

|
|
|
|
|
|
|
|
|
|
’ Effective tax rate (on income before preferred stock dividends of subsidiaries) 339% 29% 29%
} in 2002, 2001 and 2000, respectively, which were credited directly to retained earnings.
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Deferred income taxes provided by the liability method for significant temporary differences based on tax laws
in effect at December 31, 2002 and 2001, balance sheet dates are as follows:
DECEMBER 31,
2002 2001
Total Current Noncurrent Toral Current  Noncurrent
DEFERRED TAX ASSETS
Unamortized investment tax credits $ 173 $ — $ 173 $ 182 $ — $ 182
Impairment of assets 134 — 134 136 — 136
Regulatory disallowance 80 — 80 93 - 93
Alternative minimum tax 624 — 624 540 — 540
Tax rate differences 31 — 31 35 — 35
Employee benefits 244 5 239 221 5 216
Net operating loss (NOL) carryforwards 1,630 14 1,616 62 15 47
NOL valuation allowance (1,569) _ (1,569) — — —
Mitigation and redirected depreciation 60 —_ 60 124 — 124
Foreign tax loss carryforwards 136 - 136 124 — 124
State income taxes 4 — 4 16 1 15
Other 477 88 389 291 99 192
Total 2,024 107 1,917 1,824 120 1,704
DEFERRED TAX LIABILITIES
Depreciation differences and
capitalized construction costs 4,086 — 4,086 4,013 — 4,013
Redemption of long-term debt 44 — 44 41 — 41
Deductions related to Europe 275 — 275 — — —
Securitizable regulatory asset 571 — 571 633 — 633
Other 553 17 536 350 8 342
State income taxes 12 — 12 36 — 36
Toral 5,541 17 5,524 5073 8 5,065
Net Deferred Tax (Asset) Liability $ 3,517 $(90) $ 3,607 $3,249 $(112) $3,361
DECEMBER 31,
2002 2001
Net Net Net Net Net Net
Current Current Noncurrent Current Current  Noncurrent
Asset Liability Liability Asset Liability Liability
SUMMARY OF DEFERRED
INCOME TAXES
US Federal $ 87 $ — $ 3,474 $ 104 $ — $3,336
State — — 8 1 — 21
Australia 3 — 125 7 — 4 ;
Total $ 90 $ — $3607 $ 112 $ — $3,361 |
|
\
|
|
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At December 31, 2002, TXU Corp. had $624 million of alternative minimum tax credit carryforwards available
to offset future tax payments. At December 31, 2002, TXU Corp. has net operating loss (NOL) carryforwards
of $236 million that expire as follows: $7 million in 2008, $11 million 2009, $57 million in 2010, $129 million
in 2011 and $32 million in 2012. The NOLs can be used to offset future US taxable income of TXU Corp.
TXU Corp. fully expects to utilize all its NOLs prior to their expiration date. TXU Corp. utilized $42 million
of NOLs in 2001. At December 31, 2002, TXU Australia had $454 million of tax loss carryforwards that can be
used to offser future taxable income in their respective jurisdictions. These tax loss carryforwards do not have

expiration dates.

The tax effect of the components included in accumulated other comprehensive income for the year ended
December 31, 2002, was a net benefit of $152 million.

TXU Corp.’s income tax returns are subject to examination by applicable tax authorities. The Internal Revenue
Service (IRS) is currently examining the tax years ended 1993 through 1997. In management’s opinion, an
adequate provision has been made for any future taxes that may be owed as a result of any examination. To the
extent that adjustments to income tax accounts of acquired businesses for periods prior to their acquisition are
required as a result of an examination, the adjustment will be added to or deducted from goodwill.

12. RETIREMENT PLANS AND OTHER POSTRETIREMENT BENEFITS

TXU Corp. is the plan sponsor of, and a parricipating employer in, the TXU Retirement Plan, which provides
benefits to most US employees based on years of service and average earnings. The TXU Retirement Plan
(Retirement Plan) is a defined benefit pension plan qualified under Section 401(a) of the Internal Revenue
Code of 1986, as amended (Code) and is subject to the provisions of the Employee Retirement Income Security
Act of 1974, as amended (ERISA). Employees are eligible to participate in the Retirement Plan upon their
completion of one year of service and the attainment of age 21. All benefits are funded by the participating
employers. The Retirement Plan provides benefits to participants under one of two formulas: (i) a cash balance
formula under which participants earn monthly contribution credits based on their compensation and a
combination of their age and years of service, plus monthly interest credits, or (ii) a traditional defined benefit
formula based on years of service and the average earnings of the three years of highest earnings.

All eligible employees hired after January 1, 2002, will participate under the cash balance formula. Certain

employees who, prior to January 1, 2002, participated under the traditional defined benefit formula, continue
their participation under that formula. Under the cash balance formula, future increases in earnings will not
apply to prior service costs. It is TXU’s policy to fund the plans on a current basis to the extent deductible under
existing federal tax regulations. Such contributions, when made, are intended to provide not only for benefits
attributed to service to date, but also those expected to be earned in the future.

In addition, employees of TXU Corp. are eligible to participate in a qualified savings plan, the TXU Thrift Plan
(Thrift Plan). This plan is a participant-directed defined contribution profit sharing plan qualified under
Section 401(a) of the Code, and is subject to the provisions of ERISA. The Thrift Plan includes an employee
stock ownership component. Under the terms of the Thrift Plan, as amended effective in 2002, employees who
do not earn more than the IRS threshold compensarion limit used to determine highly compensated employees
may contribute, through pre-tax salary deferrals and/or after-tax payroll deductions, the maximum amount of
their regular salary or wages permitted under law. Employees who earn more than such threshold may contribute
from 1% to 16% of their regular salary or wages. Employer matching contributions are also made in an amount
equal to 100% of the first 6% of employee contributions for employees who are covered under the cash balance
formula of the Retirement Plan, and 75% of the first 6% of employee contributions for employees who are
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covered under the traditional defined benefit formula of the Retirement Plan. Employer matching contributions
are invested in TXU Corp. common stock. Employer contributions to the Thrift Plan, including cash and TXU
Corp. common stock, aggregated $30 million for 2002, $16 million for 2001 and $15 million for 2000.

TXU Australia sponsors various pension plans covering the majority of its employees. TXU Australia’s
contributions to its defined contribution plans were $1.3 million for 2002 and 2001 and $1.1 million for 2000.

The projected benefit obligations and fair value of plan assets for the pension plans with projected benefit
obligations in excess of plan assets were $2,019 million and $1,595 million respectively, as of December 31, 2002,
and $822 million and $714 million, respectively, as of December 31, 2001.

Minimum Pension Liability The minimum pension liability represents the difference between the excess of the
accumulated benefit obligation over the plans’ assets and the liability recorded. The liability is recorded as a
reduction to shareholder’s equity, as a component of accumulated comprehensive income. Based on the actuarial
information at year end a minimum pension liability for the TXU Corp. US plans of approximartely $83 million,
net of tax, was recorded. The recording of the liability did not affect TXU Corp.’s financial covenants in any of
its credit agreements.

Changes in Assumed Rates At year end 2002, it was determined to revise the discount rate used to determine the
actuarial benefit obligations to reflect current rates. In addition the expected rate of retrurn on plan assets was
also lowered. Based on these new assumptions and available information, in 2003, funding requirements related
to the pension plans are expected to increase by approximately $7 million and pension expense is expected to
increase approximately $40 million over the current year amounts.

YEAR ENDED DECEMBER 31,

2002 2001 2000

Weighted-average assumptions:
Discount rate 6.75% 7.50% 8.00%
Expected return on plan assets 8.50% 9.00% 9.00%
Rate of compensation increase 3.95% 4.30% 4.30%
Components of Net Pension Costs:
Service cost $ 45 $ 40 $ 36
Interest cost 128 121 114
Expected return on assets (162) (159) (148)
Amortization of unrecognized net transition asset (1) — —
Amortization of unrecognized prior service cost 5 5 4
Amortization of net gain (7) (18) (21)

Net periodic pension cost $ 8 $_(11) $ (19)
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DECEMBER 31,
2002 2001

Change in Pension Obligation:

Pensions obligation at beginning of year $ 1,771 $ 1,589
Service cost 45 40
Interest cost 128 121
Participant contributions 2 1
Plan amendments 6 (4)
Net transfer cf obligations to other plans — (3)
Actuarial loss 148 110
Benefits paid (89) (76)
Currency exchange rate changes 8 (M

Pension obligation at end of year $ 2,019 $ 1,771

Change in Plan Assets:

Fair value of assets at beginning of year $ 1,800 $ 1,889
Actual return on assets (154) (45)
Employer consributions 28 38
Participant contributions 2 1
Net transfer of assets to other plans —_ (3)
Benefits paid (87) (74)
Currency exchange rate changes 6 (6)

Fair value of assets at end of year $ 1,595 $ 1,800

Funded Status:

Pension obligaticn $(2,019) $(1,771)

Fair value of assezs 1,595 1,800

Unrecognized ner transition asset (1) (2)

Unrecognized prior service cost 33 35

Unrecognized net. {gain)/loss 338 (134)

Accrued pension cost 3 (54 $ T2

Amounts Recognized in the Balance Sheet Consist of:

Accrued benefit liability $ (208) $ (90

Intangible asset 10 4

Accumulated other comprehensive loss 94 9

Accumulated deferred income taxes 50 5

Net amount recognized
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Postretirement Benefits Other Than Pensions In addition to the Retirement Plan and Thrift Plan, TXU Corp. and
certain of its subsidiaries offer certain health care and life insurance benefits to eligible employees and their

eligible dependents upon the retirement of such employees. For employees retiring on or after January 1, 2002,

the retiree contributions required for such coverage vary based on a formula depending on the retiree's age and

years of service.

YEAR ENDED DECEMBER 31,

2002 2001 2000
Weighted-average assumptions:
Discount rate 6.75% 7.50% 8.00%
Expected return on plan assets 8.26% 8.34% 8.49%
Components of Net Periodic Postretirement Benefit Costs:
Service cost $ 12 $ 20 $ 20
Interest cost 63 52 49
Expected return on assets (16) (16) (15)
Amortization of unrecognized net transition obligation 8 9 10
Amortization of unrecognized prior service cost 6 2 1
Amortization of net loss 11 1 —

Net postretirement benefir cost $ 84 $ 68 3 65

DECEMBER 31,

2002 2001

Change in Postretirement Benefit Obligation:

Benefit obligation at beginning of year $ 914 $ 695
Service cost 12 20
Interest cost 63 52
Participant contributions 8 8
Plan amendments — 18
Actuarial loss 218 175
Benefits paid (59) (54)

Benefit obligation at end of year $ 1,156 $ 914

Change in Plan Assets:

Fair value of assets at beginning of year $ 190 $ 185
Actual return on assets (14) (4)
Employer contributions 47 53
Participant contributions 7 7
Benefits paid (56) (51)

Fair value of assets at end of year $ 174 $ 190

Funded Status:

Benefit obligation $(1,156) $(914)

Fair value of assets 174 190

Unrecognized transition obligation 81 90

Unrecognized prior service cost 45 51

Unrecognized net loss 505 267

Accrued postretirement benefit cost $ (351 $(316)

PAGE 125



TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

The expected increase in costs of future benefits covered by the postretirement benefit plans is projected using
a health care cost trend rate for pre-65 liabilities of 10% for 2003 decreasing by 1% each year until the ultimate
rate of 5% is reached in 2008. For post-65 liabilities, the rate is 11% for 2003 decreasing by 1% each year until
the ultimate rate of 5% is reached in 2009. A one percentage point increase in the assumed health care cost
trend rate in each future year would increase the accumulated postretirement benefit obligation at December 31,
2002, by approximately $138 million and other postretirement benefits cost for 2002 by approximately $11 million.
A one percentage point decrease in the assumed health care cost trend rate would decrease the accumulated
postretirement benefit obligation at December 31, 2002, by approximately $114 million and other postretirement
benefits cost for 2002 by approximately $10 million.

The projected benefit obligations and fair value of plan assets for the other postretirement benefit plans with
projected benefit obligations in excess of plan assets were $1.2 billion and $174 million, respectively, as of
December 31, 2002, and $914 million and $190 million, respectively, as of December 31, 2001. Amounts
recognized in the statement of financial position consist of accrued postretirement benefit liabilities of $351
million and $316 million as of December 31, 2002 and 2001, respectively.

13. FAIR VALUE OF FINANCIAL INSTRUMENTS

The carrying amounts and related estimated fair values of TXU Corp.’s significant financial instruments were

as follows:
December 31, 2002 December 31, 2001
Carrying Fair Carrying Fair
Amount Value Amount Value

ON BALANCE SHEET ASSETS (LIABILITIES):
Long-term debt (including current maturities)* $(12,545) $(12,403) $(16,153) $(16,423)
TXU Corp. or subsidiary obligated, mandatorily redeemable,

preferred securities of subsidiary trusts, each holding solely

junior subordinated debentures of TXU Corp. cr related subsidiary (515) (496) (515) (536)
Preferred stock of subsidiary subject to mandatory redemption (21) (15) (21) (21
LESOP note receivable 241 294 244 284

OFF BALANCE SHEET ASSETS (LIABILITIES):

Financial guarantees ] — (33) — —

* Excludes capital leases.

With the implementation of SFAS No. 133, on January 1, 2001, financial instruments that are derivatives are
now recorded on the balance sheet at fair value.

The fair values of long-term debt and preferred stock subject to mandatory redemption are estimated at the
lesser of either the call price or the market value as determined by quoted market prices, where available, or,
where not available, at the present value of future cash flows discounted at rates consistent with comparable
maturities with similar credit risk. The fair value of trust securities is based on quoted marker prices.

Common stock has been reduced by the note receivable from the trustee of the leveraged employee stock
ownership provision of the Thrift Plan. The fair value of such note is estimated at the lesser of TXU Corp.’s
call price or the present value of future cash flows discounted at rates consistent with comparable maturities
adjusted for credit risk.
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The fair value of the guarantees is based on the difference between the credit spread of the entity responsible
for the underlying obligation and a financial counterparty applied, on a net present value basis, to the notional
amount of the guaranty.

The carrying amounts for financial assets classified as current assets and the carrying amounts for financial
liabilities classified as current liabilities approximate fair value due to the short maturity of such instruments.
The fair values of other financial instruments for which carrying amounts and fair values have not been presented
are not materially different than their related carrying amounts.

14. DERIVATIVE FINANCIAL INSTRUMENTS

During 2002, certain of TXU Corp’s cash flow hedges related to anticipated sales from baseload generation
became less effective due to changes in ERCOT market rules and conditions. TXU Corp. experienced toral net
hedge ineffectiveness of $40 million ($26 million after-tax) in 2002, which has been recognized as a $41 million
($26 million after-tax) loss in revenues related to these contracts, parrially offset by a $1 million gain in interest
expense on interest rate swaps. In 2001, TXU Corp experienced net hedge ineffectiveness of $3 million ($2 million
after-tax), recorded as $1 million loss in interest expense and $4 million ($2 million after-tax) gain in revenues.

The maximum length of time TXU Corp. hedges its exposure to the variability of future cash flows for forecasted
transactions, excluding the payment of variable interest on existing indebtedness, is two years in North America
and three and one-half years in Australia. During 2002, TXU Corp. entered into certain cash flow hedges
related to future forecasted interest payments. These hedges were terminated later in 2002, and $133 million
($86 million after-tax) was recorded as a charge to other comprehensive income. These losses are being amortized
to earnings over a period of up to thirty years, as the forecasted transactions remain probable of occurring.

As of December 31, 2002, TXU Corp. expects that $142 million ($92 million after-tax) in other comprehensive
loss will be recognized in earnings over the next twelve months. This amount represents the projected value of
the hedges over the next twelve months relative to what would be recorded if the hedge transactions had not
been entered into. The amount expected to be reclassified is not a forecasted loss incremental to normal
operations, but rather it demonstrates the extent to which volatility in earnings (which would otherwise exist)
is mitigated through the use of cash flow hedges. The following table summarizes balances currently recognized
in other comprehensive loss:

OTHER COMPREHENSIVE LOSS
YEAR ENDED DECEMBER 31, 2002

Treasury Commodity Total

Dedesignated hedges (amounts fixed) $113 $27 $140
Hedges subject to market price fluctuations 17 34 51
Total $130 361 $191

15. REGULATION AND RATES

Restructuring Legislation The 1999 Restructuring Legislation restructured the electric utility industry in Texas and
provided for a transition to increased competition in the generation and retail sale of electricity. Under the 1999
Restructuring Legislation, each electric utility was required to separate {(unbundle) by January 1, 2002, its
business activities into a power generation company (PGC), a REP, and a T&D utility or separate T&D utilities.
Unbundled T&D utilities within ERCOT, such as Oncor, remain regulated by the Commission.
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Beginning Jarwary 1, 2002, REPs affiliated with T&D utilities began charging residential and small commercial
customers located in their historical service territories rates that are 6% less than the rates that were in effect
on January 1, 1999, as adjusted for fuel factor changes (“price-to-beat rate”). TXU Energy, as a REP affiliated
with a T&D utility, may not charge prices to such customers that are different from the price-to-beat rate until
the earlier of January 1, 20053, or the date on which 40% of the electricity consumed by customers in those
respective customer classes is supplied by competing REPs. Thereafter, TXU Energy may offer rates different
from the price-to-beat rate, but it must also continue to make the price-to-beat rate, adjusted for fuel factor
changes, available for residential and small commercial customers until January 1, 2007. REPs must be certified
by the Commission. TXU Energy has received appropriate REP certifications from the Commission.

Also, beginning January 1, 2002, PGCs that are affiliated with T&D utilities may charge unregulated prices in
connection with ERCOT wholesale power transactions. Estimated costs associated with PGC nuclear power
plant decommissioning obligations continue to be recovered as a nonbypassable T&D charge over the life of
the plant. Each affiliated PGC owning 400 MW or more of installed generating capacity must offer each year at
auction entitlements to at least 15% of such capacity. The obligation of an affiliated PGC to sell capacity
entitlements at auction continues until the earlier of January 1, 2007, or the date on which 40% of the electricity
consumed by residential and small commercial customers of the PGC'’s affiliated REP is supplied by competing
REPs. PGCs must be registered with the Commission. TXU Energy has filed appropriate PGC registrations
with the Commission.

The 1999 Restructuring Legislation also provided for the recovery of generation-related regulatory assets

(regulatory assets) and generation-related and purchased power-related costs that are in excess of market value
(stranded costs). It provided means for electric utilities to mitigate stranded costs during the rate freeze period
that preceded unbundling. Unmitigated stranded costs would be finally determined in a 2004 “true-up” proceeding

relying principally upon market-based asset valuations. Regulatory assets and unmitigated stranded costs can be

recovered through the issuance of transition (securitization) bonds or imposition of a competition transition charge.

Further, a REF would also be required to reconcile and credit to its affiliated T&D utility (and the T&D uriliry
to credit T&D customers), as a so-called retail clawback, any positive difference between the price-to-beat rate,
reduced by the nonbypassible delivery charge, and the prevailing market price of electricity during the same
time period to the extent the price-to-beat rate exceeded the market price of electricity. This reconciliation is
not required for the applicable customer class if 40% of the electricity consumed by customers in that class is
supplied by competing REPs before January 1, 2004. If a retail clawback reconciliation is required, the 1999
Restructuring Legislation provided that the amount credited cannot exceed an amount equal to the number of
residential or small commercial customers served by a T&D utility that are buying electricity from the affiliated
REP at the price-to-beat rate on January 1, 2004, minus the number of new customers obtained outside the
historical service territory, multiplied by $150. (The calculation of this credit was altered for TXU Energy in
connection with the Settlement Plan discussed below.)

Regulatory Settlement Plan On December 31, 2001, US Holdings filed a settlement plan (Settlement Plan)
with the Commission. [t resolved all major pending issues related to US Holdings’ transition to competition
pursuant to the 1999 Restructuring Legislation. The settlement (Settlement) provided for in the Settlement
Plan does not remove regulatory oversight of Oncor’s business nor does it eliminate TXU Energy’s price-to-beat
rates and related fuel adjustments. The Settlement was approved by the Commission in June 2002. In August
2002, the Commission issued a financing order, pursuant to the Settlement Plan, authorizing the issuance of
securitization bonds relating to recovery of regulatory assets. The Commission’s order approving the Settlement

Plan and the financing order were appealed by certain nonsettling parties to the Travis County, Texas, District
Court in August 2002. In January 2003, US Holdings concluded a settlement of these appeals and they were
dismissed. Thus the Settlement became final.
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The major elements of the Settlement are:

Excess Mitigation Credit and Appeal Related to T&D Rates Beginning in 2002, Oncor began implementing an excess
stranded cost mitigation credit in the amount of $350 million, plus interest, applied over a two-year period as a
reduction to T&D rates charged to REPs. In June 2001, the Commission had issued an interim order that
addressed Oncor’s charges for T&D service when retail competition would begin. Among other things, that
interim order, and subsequent final order issued in Ocrober 2001, required Oncor to reduce rates over the period
from 2002-2008. The Commission’s decision was appealed by US Holdings to the Travis County, Texas, District
Court. Finalization of the Settlement means US Holdings’ appeal has been dismissed. Also, in July 2001, the
staff of the Commission had notified US Holdings and the Commission that it disagreed with US Holdings’
computation of the level of earnings in excess of the regulatory earnings cap for calendar year 2000. In August
2001, the Commission issued an order adopting the staff position. US Holdings appealed this matter to the
Travis County, Texas, District Court, which affirmed the Commission’s order, and US Holdings then appealed
that decision to the Third District Court of Appeals in Austin, Texas. This appeal has now been dismissed.

Regulatory Asset Securitization [n October 1999, US Holdings filed an application with the Commission for a
financing order to permit the issuance by a special purpose entity of $1.65 billion of securitization bonds. In
May 2000, the Commission signed an order rejecting such request and authorized only $363 million of such
bonds. US Holdings filed an appeal with the Travis County, Texas, District Court and in September 2000, the
Court issued a judgment that reversed part of the Commission's order and affirmed other aspects of the
Commission’s order. US Holdings and various other parties appealed this judgment directly to the Supreme
Court of Texas, and in June 2001, it issued a ruling; in October 2001, it remanded the case to the Commission,
which consolidated it into the Settlement Plan proceeding. In accordance with the Settlement, Oncor received
a financing order authorizing it to issue securitization bonds in the aggregate principal amount of $1.3 billion to
recover regulatory assets and other qualified costs. The Settlement provides that there can be an initial issuance
of securitization bonds in the amount of up to $500 million, followed by a second issuance of the remainder

after 2003. The Settlement resolves all issues related to regulatory assets and liabilities.

Retail Clawback 1f, as currently expected, TXU Energy retains more than 60% of its historical residential and
small commercial customers after the first two years of competition, the amount of the retail clawback credit
will be equal to the number of residential and small commercial customers retained by TXU Energy in its
historical service territory on January 1, 2004, less the number of new customers TXU Energy has added outside
of its historical service territory as of January 1, 2004, multiplied by $90. This determination will be made
separately for the residential and small commercial classes. The credit, if any, will be applied to T&D rates
charged by Oncor to REPs, including TXU Energy, over a two-year period beginning January 1, 2004. Under
the settlement agreement, TXU Energy will make a compliance filing with the Commission reflecting customer
count as of January 2004. In the fourth quarter of 2002, TXU Energy recorded a $185 million ($120 million
after-tax) charge for the retail clawback, which represents the current best estimate of the amount to be funded
to Oncor over the two-year period.

Stranded Cost Resolution TXU Energy’s stranded costs, not including regulatory assets, are fixed at zero. Accordingly,
it will not have to conduct the stranded cost true-up in 2004 provided for in the 1999 Restructuring Legislation.
In addition, the Settlement resulted in a resolution of the regulatory disallowance of amounts related to US
Holdings’ repurchase of minority owner interests in the Comanche Peak nuclear generating station. The
Commission’s final order in connection with US Holdings’ January 1990 rate increase request had been ultimately
reviewed by the Supreme Court of Texas, and an aggregate of $909 million of disallowances with respect to US
Holdings’ reacquisitions of minority owners’ interests in Comanche Peak, which had previously been recorded
as a charge to earnings, was remanded to the District Court and then to the Commission for reconsideration.
As a result of the Settlement, the parties have moved to dismiss this remand. The Settlement also precludes
recovery by US Holdings of certain environmental improvement costs.

PAGE 129




TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

Fuel Cost Recovery The Settlement also provides that US Holdings will not seek to recover its unrecovered fuel
costs which existed at December 31, 2001. Also, it will not conduct a final fuel cost reconciliation, which would
have covered the period from July 1998 until the beginning of competition in January 2002.

Provider of Last Resort Through calendar year 2002, TXU Energy was the POLR for residential and small non-
residential customers in those areas of ERCOT where customer choice was available outside its historical service
territory and was the POLR for large non-residential customers in its historical service territory. TXU Energy’s
POLR contract expired on December 31, 2002. However, in August 2002, the Commission adopted new rules
that significantly changed POLR service. Under the new POLR rules, instead of being transferred to the POLR,
non-paying residential and small non-residential customers served by affiliated REPs are subject to disconnection.
Non-paying residential and small non-residential customers served by non-affiliated REPs are transferred to the
affiliated REP. Non-paying large non-residential customers can be disconnected by any REP if the customer’s
contract does not preclude it. Thus, within the new POLR framework, the POLR provides electric service only
to customers who request POLR service, whose selected REP goes out of business, or who are transferred to the
POLR by other REPs for reasons other than non-payment. No later than October 1, 2004, the Commission
must decide whether all REPs should be permitted to disconnect all non-paying customers. The new POLR rules
are expected to result in reduced bad debt expense beginning in 2003.

Open-Access Transmission At the state level, the Texas Public Utility Regulatory Act, as amended, requires owners
or operators of transmission facilities to provide open access wholesale transmission services to third parties at
rates and terms that are non-discriminatory and comparable to the rates and terms of the utility’s own use of its
system. The Commission has adopted rules implementing the state open access requirements for utilities that
are subject to the Commission’s jurisdiction over transmission setvices, such as Oncor.

On January 3, 2002, the Supreme Court of Texas issued a mandate affirming the judgment of the Court of Appeals
that held that the pricing provisions of the Commission’s open access wholesale transmission rules, which had
mandated the use of a particular rate setting methodology, were invalid because they exceeded the statutory
authority of the Commission. On January 10, 2002, Reliant Energy Incorporated and the City Public Service
Board of San Antonio each filed lawsuits in the Travis County, Texas, District Court against the Commission
and each of the entities to whom they had made payments for transmission service under the invalidated pricing
rules for the period January 1, 1997, through August 31, 1999, seeking declaratory orders that, as a result of the
application of the invalid pricing rules, the defendants owe unspecified amounts. US Holdings and TXU SESCO
Company are named defendants in both suits. TXU Corp. is unable to predict the outcome of any litigation
related to this matter.

Summary Although TXU Corp. cannot predict future regulatory or legislative actions or any changes in economic
and securities market conditions, no changes are expected in trends or commitments, other than those discussed
in this report, which might significantly alter its basic financial position, results of operations or cash flows.

i6. COMMITMENTS AND CONTINGENCIES

Clean Air Act The Federal Clean Air Act, as amended (Clean Air Act), includes provisions which, among
other things, place limits on SO2 and NOx emissions produced by generating units. TXU Corp.’s capital
requirements have not been significantly affected by the requirements of the Clean Air Act. In addition, all
permits required for the air pollution control provisions of the 1999 Restructuring Legislation have been
applied for and TXU Energy has initiated a construction program to install control equipment to achieve the
required reductions.

PAGE I30 ‘



TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

Power Purchase Contracts TXU Corp. has entered into contracts to purchase power through the year 2006 with
certain wind power contracts for a longer period. These contracts, except for the wind power contracts, provide
for capacity payments subject to performance standards and energy payments based on the actual power taken
under the contracts. Capacity payments paid under these contracts for the years ended December 31, 2002, 2001
and 2000, were $296 million, $196 million and $194 million, respectively.

Assuming operating standards are achieved, future capacity payments under existing agreements are estimated
as follows:

2003 $316
2004 164
2005 149
2006 119
2007 20
Thereafter 12

Total capacity payments $780

Gas Contracts T XU Corp. buys gas under various types of long-term and short-term contracts in the US and
Australia and arranges for gas storage and transportation under various contracts in order 1o assure reliable supply
to, and to help meet the expected needs of, its generation plants and its wholesale and retail customers. Many
of these gas purchase contracts require minimum purchases (“take-or-pay”) of gas under which the buyer agrees
to pay for a minimum quantity of gas in a year. At December 31, 2002, TXU Corp. had estimated annual
minimum commitments under long-term gas purchase contracts covering the periods below:

2003 ) $ 88
2004 81
2005 99
2006 145
2007 138
Thereafter 1,256

Total gas take-or-pay contracts $1,807

At December 31, 2002, TXU Corp. had commitments for pipeline transportation and storage reservation fees
as shown in the table below:

2003 $14
2004
2005
2006
2007

Thereafter

N N OO

Total pipeline transportation and storage reservation fees $42

On the basis of TXU Corp.’s current expectations of demand from its electricity and gas customers in each of
these regions as compared with its capacity payments or take-or-pay obligations under such purchase contracts,
management does not consider it likely that any material payments will become due from TXU Corp. for
electricity or gas not taken.
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Coal Contracts TXU Corp. has coal purchase agreements and coal transportation agreements. Commitments
under these contracts for the next five years and thereafter are as follows:

2003 $94
2004 79
2005 23
2006 18

Total $214

Leases TXU Corp. has entered into operating leases covering various facilities and properties including generating
plants, combustion turbines, transportation, mining equipment, data processing equipment and office space.
Certain of these leases contain renewal and purchase options and residual value guarantees. Lease costs charged
to operating expense for 2002, 2001 and 2000 were $227 million, $183 million and $156 million, respectively.

Future minimum lease payments under capital leases, together with the present value of such minimum lease
payments, and future minimum lease commitments under operating leases that have initial or remaining
noncancellable lease terms in excess of one year as of December 31, 2002, were as follows:

Capital Operating
Year Leases Leases
2003 $1 $101
2004 1 93
2005 2 85
2006 2 75
2007 2 78
Thereafter 6 557
Total future minimum lease payments 14 $989
Less amounts representing interest 4
Present value of future minimum lease payments 10
Less current portion 1
Long-term capital lease obligation $ 9

Guarantees | XU Corp. has entered into contracts that contain guarantees to outside parties that could require
performance or payment under certain conditions. These guarantees have been grouped based on similar
characteristics and are described in detail below.

Project development guarantees In 1990, TXU Corp. repurchased an electric co-op’s minority ownership interest in the
Comanche Peak generation plant and assumed the co-op’s indebtedness to the US government for the facilities.
TXU Corp. is making principal and interest payments to the co-op in an amount sufficient for the co-op to
make paymenrs on its indebtedness. TXU Corp. guaranteed the co-op's payments, and in the event that the
co-op fails to make its payments on the indebtedness, the US government would assume the co-op’s rights
under the agrezment, and such payments would then be owed directly by TXU Corp. At December 31, 2002, the
balance of the indebtedness was $140 million with maturities of principal and interest extending ro December
2021. The indebtedness is secured by a lien on the purchased facilities.

Residual value guarantees in operating leases TXU Corp. is the lessee under various operating leases that obligate it to
guarantee the residual values of the leased facilities. At December 31, 2002, the aggregate maximum amount of
residual values guaranteed was approximately $299 million with an estimated residual recovery of approximately
$222 million. The average life of the lease portfolio is approximately nine years.
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Shared saving guarantees TXU Corp. has guaranteed that certain customers will realize specified annual savings
resulting from energy management services it has provided. In aggregate, the average annual savings has exceeded
the annual savings guaranteed. The maximum potential annual payout is approximately $4 million and the
maximum total potential payout is approximately $19 million. The average remaining life of the portfolio is
approximately five years.

Standby letters of credic TXU Corp. has entered into various agreements that require letters of credit for financial
assurance purposes. Approximately $523 million of letters of credit are outstanding to support existing floating
rate pollution control revenue bond financings on existing debt of approximately $433 million. The letters of
credit are available to fund the payment of such debt obligations. These letters of credit have expiration dates
in 2003; however, TXU Corp. intends to provide from either existing or new facilities for the extension, renewal
or substitution of these letters of credit to the extent required for such floating rate debt or their remarketing as
fixed rate debr.

TXU Corp. has provided for the posting of letters of credit in the amount of $183 million to support portfolio
management margin requirements in the normal course of business. As of December 31, 2002, approximately
82% of the obligations supported by these letters of credit mature within one year, and substantially all of the

remainder mature in the second year.

TXU Corp. has provided for the posting of a letter of credit in the amount of $32 million as support for a

subordinated loan related to a pipeline construction project in Australia. The obligation expires on January 31, 2005.

TXU Australia has provided for the posting of letters of credit in the amount of approximately $55 million,
primarily to allow participation in the electricity and gas spot markets. Although the average life of these
guarantees is for approximately one year, the obligation to provide guarantees is ongoing based on TXU Australia’s
continued participation in the electricity and gas spot markets.

Surety bonds TXU Corp. has provided for the issuance of approximately $23 million of surety bonds to support
performance under various subsidiary construction contracts in the normal course of business. The term of the
surety bond obligations is approximately three years.

TXU Corp. has entered into contracts with public agencies to purchase cooling water for use in the generation
of electric energy and has agreed, in effect, to guarantee the principal, $16 million at December 31, 2002, and
interest on bonds issued by the agencies to finance the reservoirs from which the water is supplied. The bonds
mature at various dates through 2011 and have interest rates ranging from 5'%:% to 7%. TXU Corp. is required to
make periodic payments equal to such principal and interest, including amounts assumed by a third party and
reimbursed to TXU Corp. of $4 million annually for 2003, $7 million for 2004 and $1 million for 2005 and
2006. Annual payments made by TXU Corp., net of amounts assumed by a third party under such coneracts,
were $4 million for each of the last three years. In addition, TXU Corp. is obligated to pay certain variable costs
of operating and maintaining the reservoirs. TXU Corp. has assigned to a municipality all its contract rights
and obligations of TXU Corp. in connection with $19 million remaining principal amount of bonds at
December 31, 2002, issued for similar purposes, which had previously been guaranteed by TXU Corp. TXU Corp.
is, however, contingently liable in the unlikely event of default by the municipality.

A discontinued engineering and construction business of TXU Gas constructed a plant for which performance
is warranted through 2008.

Investments in Unconsolidated Entities TXU Corp. has a 50% voting interest in Pinnacle. TXU Corp.’s investment
in Pinnacle is accounted for using the equity method. Assets of the joint venture are not TXU Corp.’s and are

not available to pay creditors of TXU Corp. Pinnacle’s principal investment is in TXU Communications Ventures
Company (TXU Communications), a telecommunications business that operates an established incumbent local
exchange carrier serving residential and business customers in East Texas and certain suburbs of Houston, Texas.
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Following is a summary of the Pinnacle ownership structure:

¢ Pinnacle is a limited partnership, with the sole general partnership interest of 0.5% being owned by
Pinnacle One GP, and with two similar 49.75% limited partnership interests each being owned by TXU
Corp. and Zenith, an unaffiliated statutory business trust with a bank as its trustee,

* Pinnacle One GP is equally owned by Zenith and TXU Corp.,

* Pinnacle One GP is managed by a board of managers consisting of six individuals, with three managers
being appointed by each owner, and

> Notwithstanding the rights of Zenith to appoint half of Pinnacle One GP’s managers and to participate in
selecting its officers, all of the current managers and officers of Pinnacle One GP, with the exception of
one lower level officer, are directly affiliated with TXU Corp.

In connection with its formation, Pinnacle issued $810 million of 8.83% senior secured notes due August 15,
2004. The notes are secured by all of Pinnacle’s assets, including its shares of TXU Communications. Total
proceeds (net of transaction costs), including $150 million received from third-party investors, were used by
Pinnacle to make a $600 million cash distribution to TXU Corp., in exchange for TXU Corp.’s contribution

of the stock of TXU Communications to Pinnacle, and fund a trust in the amount of $336 million. The trust
assets, including principal and related interest earned, are being used to pay interest on the senior secured notes
and distributions to the third-party investors. The trust assets consist of TXU Corp. debt securities with a
principal amount of $178 million at December 31, 2002. The debt securities issued to that rrust are reflected in
long-term dekt (see Note 7). Interest expense on the note payable totaled $15 million and $17 million for 2002
and 2001, respectively.

TXU Corp. provides a $200 million revolving credit facility to TXU Communications, expiring 2004, of which
$144 million was outstanding (at an average interest rate of 3.5%) and included in investments on TXU Corp.’s
balance sheet as of December 31, 2002. Interest income on the revolving credit facility rotaled $5 million and
$8 million for 2002 and 2001, respectively. In addition, TXU Corp. has made and may make future capiral
contributions to Pinnacle to fund a portion of TXU Communications’ capital expenditures. TXU Corp. also
provides administrative services to Pinnacle and its affiliates at cost, which totaled $3 million and $5 million

for 2002 and 2001, respectively.

In connection with the Pinnacle debt transaction, TXU Corp. issued 810,000 shares of Mandatorily Convertible
Single Reset Preference Stock, Series C (Series C Preference Stock) to Pinnacle One Share Trust, a consolidated
trust (Share Trust). The Series C Preference Stock is convertible into common stock of TXU Corp. in the
event of:

° a default by Pinnacle in connection with its $810 million of senior secured notes,

> a decline in the market price of TXU Corp. common stock below $21.93 per share for ten consecutive
trading days (the market price has declined below this price) coupled with a decline in the credit rating
for TXU Corp.’s unsecured, senior long-term obligations to or below BB by S&P or Fitch Ratings (Fitch)
or Ba2 by Moody's, or

° Pinnacle’s inability to raise sufficient cash to repay its senior secured notes 120 days prior to maturity
{August 2004) through the sale of its shares of TXU Communications or the sale of assets of TXU
Communications. ‘

TXU Corp. would be required to sell equity, use available liquidity or otherwise raise proceeds sufficient to repay
Pinnacle’s senior secured notes. If TXU Corp. did not have available liquidity or raise sufficient proceeds, the
Share Trust could be required to sell some or all of the Series C Preference Stock. The dividend rate and
conversion price of the Series C Preference Stock would be reset at the time of sale to generate proceeds sufficient

PAGE I34




TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

to redeem the senior secured notes. The market price of TXU common stock at the time of sale of the Series C
Preference Stock would determine the dilutive impact to common stockholders. Currently, TXU Corp. expects
that it will have sufficient liquidity or otherwise would be able to sell equity or debt securities to satisfy its
contingent obligations to repay Pinnacle’s debt.

Had TXU Corp. been required to consolidate Pinnacle at December 31, 2002, TXU Corp.’s debt would have
increased by approximately $648 million. TXU Corp. does not believe that a consolidation of Pinnacle would
have a material impact on its liquidity or financial condition.

For the years ended December 31, 2002 and 2001, Pinnacle reported revenues of $215 million and $202 million,
respectively, and incurred a net loss of $180 million and $106 million, respectively, due largely to impairments
of goodwill and other long-lived assets in 2002 of $75 million after-tax, interest expense on the senior secured
notes and the distributions to the third-party investors. TXU Corp. recorded its equity in Pinnacle’s losses for the
years ended December 31, 2002 and 2001, of $104 million and $53 million, respectively, which is reported in
other deductions in the statement of income. At December 31, 2002, Pinnacle had total assets of approximately
$858 million (including goodwill of $318 million) and liabilities of $1.1 billion, including long-term debt
securities of $810 million issued at the time of Pinnacle’s formartion. TXU Corp.’s investment in Pinnacle was
negative $392 million as of December 31, 2002, classified in noncurrent liabilities and other deferred credits in
the balance sheet. The $392 million represents TXU Corp.’s potential obligation under the partnership agreement,
including retirement of the $810 million in debt and amounts due the partner, net of estimated value realizable
from the business.

As a result of the impairments of goodwill and long-lived assets recorded by Pinnacle, TXU Corp. evaluated its
potential obligations related to the partnership arrangement. TXU Corp. determined that it was probable, in
light of the decline in value of the business, that an economic loss had occurred, and accordingly recorded

a charge of $150 million (withour tax benefit) in 2002, reported in other deductions in the statement of income.
Contingent income tax amounts payable related to Pinnacle, in excess of $11 million in accumulated deferred
income taxes recorded at December 31, 2002, total approximately $60 million. Such unrecorded liability would
arise if the business was sold at its current estimated fair value.

In February 2003, TXU Corp. and Zenith entered into a Put/Call Agreement pursuant to which TXU Corp.
has the right, at any time, to buy from Zenith all of its interests in Pinnacle and in Pinnacle’s general partner
for $150 million. Conversely, Zenith has the right to require TXU Corp. to buy those interests for that amount
if (i) there is an event of default under the Pinnacle senior secured notes that leads to acceleration, (ii) the
Pinnacle senior secured notes mature, or (iii) the Pinnacle senior secured notes are redeemed early and there is
a default under TXU Corp.’s $500 million working capital credit facility (based on its terms as of February 2003
and without regard to future amendments). In consideration of the rights accorded TXU Corp. under the
agreement and applicable accounting rules, TXU Corp. will consolidate the operations of Pinnacle in its financial
statements effective with reporting for the first quarter of 2003.

Nuclear Insurance With regard to liability coverage, the Price-Anderson Act (Act) provides financial protection
for the public in the event of a significant nuclear power plant incident. The Act sets the statutory limit of
public liability for a single nuclear incident at $9.6 billion currently and requires nuclear power plant operators
to provide financial protection for this amount. The Act is being considered by the United States Congress for
modification and extension. The terms of a modification, if any, are not presently known and rherefore TXU
Corp. is unable, at this time, to determine any impact it may have on nuclear liability coverage. As required,
TXU Corp. provides this financial protection for a nuclear incident at Comanche Peak resulting in public bodily

injury and property damage through a combination of private insurance and industry-wide retrospective payment
plans. As the first layer of financial protection, TXU Corp. has $300 million of liability insurance from American
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Nuclear Insurers (ANI}, which pravides such insurance on behalf of a major stock insurance company pool,
Nuclear Energy Liability Insurance Association. The second layer of financial protection is provided under an
industry-wide retrospective payment program called Secondary Financial Protection (SFP).

Under the SFP, each operating licensed reactor in the US is subject to an assessment of up to $88 million,
subject to increases for inflation every five years, in the event of a nuclear incident at any nuclear plant in the
US. Assessments are limited to $10 million per operating licensed reactor per year per incident. All assessments
under the SFP are subject to a 3% insurance premium tax, which is not included in the above amounts.

With respect to nuclear decontamination and property damage insurance, Nuclear Regulatory Commission (NRC)
regulations require that nuclear plant license-holders maintain not less than $1.1 billion of such insurance and
require the préceeds thereof to be used to place a plant in a safe and stable condition, to decontaminate it
pursuant to a plan submitted to and approved by the NRC before the proceeds can be used for plant repair or
restoration or to provide for premature decommissioning. TXU Corp. maintains nuclear décontamination and
property damage insurance for Comanche Peak in the amount of $3.5 billion, above which TXU Corp. is self-
insured. The primary layer of coverage of $500 million is provided by Nuclear Electric Insurance Limited (NEIL),
a nuclear electric utility industry mutual insurance company. The remaining coverage includes premature
decommissioning coverage and is provided by NEIL in the amount of $2.25 billion and $737 million from Lloyds
of London, other insurance markets and foreign nuclear insurance pools. TXU Corp. is subject to a maximum
annual assessment from NEIL of $26.6 million.

TXU Corp. maintains Extra Expense Insurance through NEIL to cover the additional costs of obtaining
replacement power from another source if one or both of the units at Comanche Peak are out of service for
more than twelve weeks as a result of covered direct physical damage. The coverage provides for weekly payments
of $3.5 million for the first fifty-two weeks and $2.8 million for the next 110 weeks for each outage, respectively,
after the initial twelve-week period. The total maximum coverage is $490 million per unit. The coverage amounts
applicable to each unit will be reduced to 80% if both units are out of service at the same time as a result of the
same accident. Under this coverage, TXU Corp. is subject to a maximum annual assessment of $8.7 million.

There have been some revisions made to the nuclear property and nuclear liability insurance policies regarding
the maximum recoveries available for multiple terrorism occurrences. Under theT NEIL policies, if there were
multiple terrorism losses occurring within a one-year time frame, NEIL would make available one industry
aggregate limir of $3.24 billion plus any amounts it recovers from reinsurance or other sources up to the limits
for each claimant. If terrorism losses occurred beyond the one-year period, a new set of limits and resources
would apply. Under the ANI liability policy, the liability arising out of terrorist acts will be subject to one
industry aggregate limit of $300 million which could be reinstated at ANI’s option depending on prevailing risk
circumstances and the balance in the Industry Credit Rating Plan reserve fund. Under the US Terrorism Risk
Insurance Act of 2002, the US government provides reinsurance with respect to acts of terrorism in the US for
losses caused by an individual or individuals acting on behalf of foreign parties. In such circumstances, the NEIL
and ANI terrorism aggregates would not apply.

Nuclear Decommissioning Under current regulatory licenses, decommissioning activities are projected to begin in
2030 for Comanche Peak Unit 1 and 2033 for Unit 2 and common facilities. Through December 31, 2001,
decommissioning costs were recovered from consumers based upon a 1992 site-specific study through rates placed
in effect under TXU Corp.’s January 1993 rate increase request. Effective January 1, 2002, decommissioning
costs will be recovered through a non-bypassable charge ro REPs by Oncor based upon a 1997 site-specific study,
adjusted for trust fund assets, through rates placed in effect under TXU Corp.’s 2001 Unbundled Cost of Service
filing. TXU Corp. accrued $14 million of decommission'mg costs for 2002 and $18 million for each of the years
ended December 31, 2001 and 2000. Amounts recovered through regulated rates are deposited in external trust
funds (see Note 5). ‘
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See Note 2 under “Changes in Accounting Standards” for a discussion of the impact of SFAS No. 143 on
accounting for nuclear decommissioning costs.

Legal Proceedings In October, November and December 2002 and January 2003, at least twenty-five lawsuits

were filed in or removed to the United States District Court for the Northern District of Texas, and two in the

United States District Court for the Eastern District of Texas, against TXU Corp., Erle Nye and Michael J.

McNally. Some of the lawsuits also name former officer David W. Biegler as a defendant; however, based on the
| alleged class period, Mr. Biegler is inappropriately named as a defendant. The plaintiffs seek to represent classes
of certain purchasers of TXU Corp. common and preferred stock during specified class periods ranging from
January 31, 2002, to October 11, 2002. No class or classes have been certified. The complaints allege violations
of the provisions of Sections 10(b) and 20(a) of the Securities Exchange Act of 1934, as amended, and Rule
10b-5 promulgated thereunder, and Sections 11 and 12 of the Securities Act of 1933, as amended (Securities
Act), relating to alleged materially false and misleading statements, including statements in prospectuses
related to the offering by TXU Corp. of its equity-linked securities and common stock in May and June 2002.
The named individual defendants are current or former officers and/or directors of TXU Corp. While TXU
Corp. believes the claims are without merit and intends to vigorously defend these lawsuits, it is unable to estimate
any possible loss or predict the outcome of these actions.

On October 23, 2002, a derivative lawsuit was filed by a purported shareholder on behalf of TXU Corp. in the
116¢th Judicial District Court of Dallas County, Texas, against TXU Corp., Erle Nye, Michael ]. McNally,
David W. Biegler, ].S. Farrington, William M. Griffin, Kerney Laday, Jack E. Little, Margaret N. Maxey,

J.E. Qesterreicher, Charles R. Perry and Herbert H. Richardson. The plaintiff alleges breach of fiduciary duty,
abuse of control, mismanagement, waste of corporate assets, and breach of the duties of loyalty and good faith.
The named individual defendants are current or former officers and/or directors of TXU Corp. No amount of

damages has been specified. Furthermore, plaintiffs in such suit have failed to make a demand upon the directors
as is required by law. Therefore, TXU Corp. is unable to estimate any possible loss or predict the outcome of
this action.

On October 30, 2002, a lawsuit was filed in the 191st Judicial District Court of Dallas County, Texas, against
TXU Corp. and Erle Nye alleging negligence, negligent misrepresentation, fraud and statutory fraud. On
November 12, 2002, the lawsuit was amended and the plaintiffs alleged the same claims on behalf of themselves
and a putative class of persons or entities similarly situated. No amount of damages has been specified. TXU
Corp. has removed this case to the United Stated District Court for the Northern District of Texas to have it
consolidated with the other cases described above pending in that court. While TXU Corp. believes the claim
is without merit and intends to vigorously defend the lawsuit, it is unable to estimate any possible loss or predict
the outcome of this action.

On November 26, 2002, a lawsuit was filed in the United States District Court for the Northern District of
Texas against TXU Corp. and the directors of TXU Corp. asserting claims under the Employee Retirement Income
Security Act (ERISA) on behalf of a putarive class of participants in various employee benefit plans of TXU Corp.
The plaintiff seeks to represent a class of participants in such plans during the period between January 31, 2002,
and Ocraber 11, 2002, based on factual allegations substantially the same as the other cases described above
pending in the United States District Court for the Northern District of Texas. The complaint has not yet been
served on the defendants and, therefore, the defendants have not yet responded thereto. While TXU Corp.
believes the claim is without merit and intends to vigorously defend the lawsuit, it is unable to estimate any
possible loss or predict the outcome of this action.

In November and December 2002, two lawsuits were filed in the 191st and 116th Judicial District Courts of
Dallas County, Texas, against TXU Corp., Erle Nye, Michael J. McNally, Biggs Porter and the directors of TXU
Corp. asserting a claim under Section 11 of the Securities Act on behalf of purchasers of TXU Corp.’s equity
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linked debt securities issued in June 2002. These cases have been removed from the United States District Court
for the Northern District of Texas and transferred to the court with jurisdiction of the consolidated cases
described above. The plaintiffs have filed mortions to remand the cases to state district court. The defendants intend
to file a motion to have these cases consolidated with the other cases described above pending in such court.
While TXU Corp. believes the claims are without merit and intends to vigorously defend these lawsuits, it is
unable to estimate any possible loss or predict the outcome of these actions.

On February 28, 2003, a lawsuit was filed in the United States District Court for the Northern District of
Texas, Dallas Division, against TXU Corp., the directors of TXU Corp., Peter B. Tinkham, Diane J. Kubin,
Robert L. Turpin and other former unidentified members of the TXU Thrift Plan Committee asserting claims
under ERISA on behalf of a putative class of participants and beneficiaries of the TXU Thrift Plan. The
plaintiff seeks to represent a class of participants in such plan during the period between November 23, 2001
through October 11, 2002. The complaint has not yet been served on the defendants and, therefore, the
defendants have not yer responded thereto. While TXU Corp. believes the claim is without merit and intends
to vigorously defend the lawsuit, it is unable to estimate any possible loss or predict the outcome of this action.

General In addition to the above, TXU Corp. and its US and Australian subsidiaries are involved in various
other legal and administrative proceedings the ultimate resolution of which, in the opinion of each, should not
have a material effect upon their financial position, results of operations or cash flows.

17. SEGMENT INFORMATION

Concurrent with TXU Corp.’s reotganization as of January 1, 2002, TXU Corp. realigned its operations into
three reportable segments: North America Energy, North America Energy Delivery and International Energy.
In October 2002, TXU Corp. discontinued its operations in Europe (see Note 3 to Financial Statements). The
International Energy segment has been renamed and consists solely of operations in Australia.

The segments are either strategic business units that offer different products or services or are geographically
differentiated. They are managed separately because each business requires different marketing strategies or is in
a different geographic area.

North America Energy — operations, principally in the competitive Texas market, involving the generation and

wholesale sales of electricity, retail energy sales and services and portfolio management, including risk management
and certain trading activities.

North America Energy Delivery — largely regulated operations in Texas involving the transmission and distribu-
tion of electricity and the purchase, transportation, distribution and sale of narural gas.

Australia — operations, principally in Victoria and South Australia, involving the generation of electricity,
wholesale sales of energy, retail energy sales and services in largely competitive markets, portfolio management
and gas storage, as well as regulated electricity and gas distribution.

Corporate and Other — Remaining non-segment operations consisting primarily of general corporate expenses,

equity earnings or losses of unconsolidated affiliates, including the telecommunications joint venture, and interest
on debt at the TXU Corp. level. Affiliated revenues represent intercompany service charges.

The prior year financial information for the North America Energy segment and the electric delivery operations
included in the North America Energy Delivery segment includes information derived from the historical
financial statements of US Holdings. Reasonable allocation methodologies were used to unbundle the financial
statements of US Holdings between its generation and T&D operations. Allocation of revenues reflected
consideration of return on invested capital, which continues to be regulated for the T&D operations. US Holdings
maintained expense accounts for each of its component operations. Costs of energy and expenses related to
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operations and maintenance and depreciation and amortization, as well as assets, such as property, plant and
equipment, materials and supplies and fuel, were specifically identified by component operation and disaggregated.
Various allocation methodologies were used to disaggregate common expenses, assets and liabilities between US
Holdings’ generation and T&D operations. Interest and other financing costs were determined based upon debrt
allocated. Allocations reflected in the financial information for 2001 and 2000 did not necessarily result in amounts
‘ reported in individual line items thar are comparable to actual results in 2002. Had the unbundled operations

of US Holdings actually existed as separate entities in a deregulated environment, their results of operations
could have differed materially from those included in the historical financial statements included herein.

Effective January 1, 2002, TXU Energy incurs electricity delivery fees charged by Oncor and other T&D urilities,
which TXU Energy includes in billings to its large C&I customers. For residential and small business customers,
the price-to-bear rates include a delivery component, but such billed amounts are not necessarily equivalent to
delivery fees incurred by TXU Energy. These fees are reflected in TXU Energy’s revenues and cost of energy for
the year ended December 31, 2002. Electricity delivery fees have been included in the North America Energy
segment’s revenues and cost of energy for the year ended December 31, 2001 and 2000. The North America
Energy segment’s gross margin is not affected by the inclusion of these electricity delivery fees.

The accounting policies of the segments are the same as those described in the summary of significant accounting
policies. TXU Corp. evaluates performance based on income from continuing operations before extracrdinary
loss. TXU Corp. accounts for intersegment sales and transfers as if the sales or transfers were to third parties,
that is, at current market prices.
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Certain of the business segments provide services or sell products to one or more of the other segments. Generally,
such sales are made at prices comparable with those received from nonaffiliated customers for similar products
or services. No customer provided more than 10% of consolidated revenues.

North
North America Discontinued Corp.
Aummerica Energy Operations and
Energy Delivery Australia Europe Other Eliminations Consolidated
Operating Revenues
2002 $ 7,738 $ 2,973 $ 860 $ —_ $ 592 $(2,129) $10,034
2001 7,458 3,542 700 — 658 (2,309) 10,049
2000 7,449 3,187 Y — 657 (2,363) 9,647
Regulated Revenues - Included in
Operating Revenues
2002 — 2,973 76 — 91 (1,616) 1,524
200t 7,044 3,542 65 — 104 (1,771) 8,984
2000 7,287 3,187 67 — 102 (1,941) 8,702
Affiliated Revenues — Included in
Operating Revenues
2002 40 1,606 — — 483 (2,129) —
2001 8 1,767 — — 534 (2,309) —
2000 (1 1,939 — — 425 (2,363) —
Depreciation and Amortization — Including
Goodwill Amortization
2002 438 332 67 — 21 — 858
2001 410 313 9 — 6 — 828
2000 404 302 80 — 32 — 818
Equity in Earnings (Losses) of
Unconsolidated Subsidiaries
2002 (2) 2 ~ — (105) — {105)
2001 4) — — — (49) — (53)
2000 — — (1) — (17) ~— (18)
Interest [ncome
2002 29 48 1 — 72 (118) 32
2001 71 19 — — 102 (108) 84
2000 52 12 1 — 94 (113) 46
Interest Expense and Other Charges
2002 257 331 129 — 284 (117) 884
2001 247 347 126 —_ 353 (108) 965
2000 280 344 150 — 362 (113) 1,023
[ncome Tax Expense (Benefit)
2002 78 123 19 — (126) — 94
2001 277 125 3 —_— (132) — 273
2000 218 160 1) — (99) — 278
Income from Continuing Operations
Before Extraordinary Loss
2002 242 252 74 — (393) — 175
2001 633 225 19 — (238) — 639
2000 551 288 23 — (196} — 666
Investment in Equity Investees
2002 3 — 31 — (391) — (357)
2001 7 — — — (130) ~— (123)
2000 20 — 1 — (an — (50)
Total Assets .
2002 16,301 11,321 3,172 — 2,821 (2,724) 30,891 *
2001 17,957 13,721 2,703 14,875 3,016 (9,954) 42,318*
2000 18,032 12,007 2,835 16,439 2,143 (6,377) 45,079
Capital Expenditures
2002 274 624 82 — 16 —_ 996
2001 330 821 65 — 32 — 1,248
2000 265 636 79 — 58 — 1,038
¥ Assets by segment exclude investments in affiliates.
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18. SUPPLEMENTARY FINANCIAL INFORMATION
Regulated Versus Unregulated Operations
: YEAR ENDED DECEMBER 31,
2002 2001 2000
Operating revenues
Regulated $ 1,524 $ 8984 $8,702
Unregulated 8,510 1,065 045
Total operating revenues 10,034 10,049 9,647
Costs and operating expenses
Cost of energy sold and delivery fees - regulated* 608 3,870 3,795
Cost of energy sold and delivery fees ~ unregulated* 3,590 362 411
Operating costs — regulated 852 1,459 1,383
Operaring costs — unregulared 808 73 139
Depreciation and amortization, other than goodwill - regulated 380 724 736
Depreciation and amortization, other than goodwill — unregulated 478 61 32
Selling, general and administrative expenses — regulated 96 437 147
Selling, general and administrative expenses — unregulated 1,164 563 705
Franchise and revenue-based taxes - regulated 322 509 383
Franchise and revenue-based taxes — unregulated 157 21 19
Goodwill amortization ~ regulated — 10 9
Goodwill amortization ~ unregulated — 33 41
Other income (56) (51) {157)
Other deductions 514 185 83
Interest income (32) (84) (46)
Interest expense and other charges 884 965 1,023
Total costs and expenses 9,765 9,137 8,703
Income from continuing operations before income taxes and
extraordinary items $ 269 $ 912 $944

* Includes cost of fuel consumed of $1,486 million (unvegulated) in 2002 and $1,900 million and $2,34! million {both largely vegulated} in 2001 and 2000, respectively. The
balance represents energy purchased for resale and delivery fees.

The operations of the North America Energy segment are included above as unregulated, as the Texas markert
is now open to competition. However, retail pricing to residential and small business customers in its historical
service territory continues to be subject to certain price controls as discussed in Note 15.

Other Income and Deductions
YEAR ENDED DECEMBER 31,

2002 2001 2000
Other income
Gain on sale of businesses and other properties $ 35 $ 9 $125
Equity in earnings of unconsolidated entities — 4 1
Settlement of legal proceedings related to a gas contract — 18 — |
Other 21 20 31 |
Total other income $ 56 $ 51 $157
Other deductions i
Loss on sale of properties $ 3 $ 12 $ 4
Equity in losses of unconsolidated entities 105 57 19 |
Impairment of generation plant assets 237 — — |
Loss related to telecommunications partnership 150 — —
Regulatory asset write-offs — o9 52
Other 19 21 8
Total other deductions $514 $185 $ 83
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Credit Risk Credit risk relates to the risk of loss associated with non-performance by counterparties. TXU Corp.
maintains credir risk policies with regard to its counterparties to minimize overall credit risk. These policies
require an evaluation of a potential counterparty’s financial condition, credit rating, and other quantitative
and qualitative credit criteria and specify authorized risk mitigation tools, including but not limited to use of
standardized agreements that allow for netting of positive and negative exposures associated with a single
counterparty. TXU Corp. has standardized documented processes for monitoring and managing its credit exposure,
including methodclogies to analyze counterparties’ financial strength, measurement of current and potential
future credit exposures and standardized contract language that provides rights for netting and set-off. Credit
enhancements such as parental guarantees, letters of credit, surety bonds and margin deposits are also utilized.
Additionally, individual counterparties and credit portfolios are managed to preser limits and stress tested to
assess potential credit exposure. This evaluation results in establishing credit limits or collateral requirements
prior to entering into an agreement with a counterparty that creates credit exposure to TXU Corp. Additionally,
TXU Corp. has established controls to determine and monitor the appropriateness of these limits on an ongoing
basis. Any prospective material adverse change in the financial condition of a counterparty or downgrade of its
credit quality will result in the reassessment of the credit limit with that counterparty. This process can result
in the subsequent reduction of the credit limit or a request for additional financial assurances.

Concentration of Credit Risk TXU Corp.’s regional gross exposure to credit tisk as of December 31, 2002, is as follows:

Region Credit Exposure
us $3,317
Australia 484
Consolidated ’ $3,801

TXU Corp.’s gross exposure to credit risk represents trade accounts receivable (net of allowance for uncollectible
accounts receivable of $83 million), commaodity contract assets and derivarive assets. These regional concentrations
have the potential to affect TXU Corp.’s overall exposure to credit risk, either positively or negatively, in that
the customer base and counterparties may be similarly affected, both regionally and globally, by changes in
economic, regulatory, industry, weather or other conditions. Global credit coordination is in place to reduce
credit limits on a global basis, to provide transparency across regions and to communicate through various risk

committees and forums.

A large share of gross assets subject to credit risk represents accounts receivable from the rerail sale of electricity
and gas to residential and small commetcial customers. The risk of material loss from non-performance from
these customers is unlikely based upon historical experience. Reserves for uncollectible accounts receivable are
established for the potential loss from non-payment by these customers based on historical experience and
market or operational conditions. The restructuring of the electric industry in Texas effective January 1, 2002,
increases the risk profile of TXU Corp. in relation to these customers; however, TXU Corp. has the ability to
take actions to mitigate such customer risk, particularly with the changes in the POLR rules (see Note 15).
[n addition, Oncor has exposure to credit risk as a result of non-performance by nonaffiliated REPs.

Most of the remaining trade accounts receivable are with large C&I customets. TXU Corp.’s wholesale commodity
contract counterparties include major energy companies, financial institutions, gas and electric utilities,
independent power producers, oil and gas producers and energy trading companies. The exposure to credit risk
from these customers and counterparties, excluding credit collateral, as of December 31, 2002, is $1.5 billion,
net of standardized master netting contracts and agreements which provide the right of offset of positive and
negative credit exposures with individual customers and counterparties. When considering collateral currently
held by TXWJ Corp. (cash, letters of credit and other security interests), the net credit exposure is $1.3 billion.
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TXU Corp. had no exposure to any one customer or counterparty greater than 10% of the net exposure of $1.3
billion at December 31, 2002. Additionally, approximately 89% of the credit exposure, net of collateral held,
has a maturity date of less than 2 years. TXU Corp. does not anticipate any material adverse effect on its financial
position or results of operations as a result of non-performance by any customer or counterparty.

Regulatory Assets and Liabilities
DECEMBER 31,

2002 2001
Regulatory Assets
Generation-related regulatory assets subject to securitization $1,652 $1,841
Securities reacquisition costs 124 117
Recoverable deferred income taxes ~ net 76 80
Other regularory assets 217 170
Total regulatory assets 2,069 2,208
Regulatory Liabilities
Liability to be applied to stranded generation assets 170 355
ITC and prorected excess deferred raxes 99 108
Other regulatory liabilities 28 12
Total regulatory liabilities 297 475
Net regularory assers $1,772 $1,733

Included in net regulatory assets are assets of $1.8 billion at December 31, 2002, and $2.0 billion at December 31,
2001, that were not earning a return. Of the assets not earning a return, $1.7 billion is expected to be recovered
over the term of the securitization bonds pursuant to the regulatory settlement plan approved by the Commission.
(See Note 15 for further discussion of the settlement plan.) The remaining regulatory assets have a remaining
recovery period of 14 to 31 years.

Restricted Cash At December 31, 2002, approximately $210 million of the net proceeds from Oncor’s issuance
of senior secured notes on December 20, 2002, was deposited in a trust to be used, to pay interest and redeem
First Mortgage Bonds of Oncor due in March and April 2003 and is reported in investments on the balance
sheet. Other restricted cash included $96 million as collateral for letters of credit issued in the US.

Related Party Transactions See discussion in Note 16 under “Investments in Unconsolidated Entities.”

Accounts Receivable At December 31, 2002 and 2001, accounts receivable are stated net of allowance for
uncollectible accounts of $83 million and $35 million, respectively. During 2002, bad debt expense was $171
million, account write-offs were $126 million and other activity increased the allowance for uncollectible accounts

by $3 million.

Accounts receivable included $644 million and $436 million of unbilled revenues at December 31, 2002 and
2001, respectively.

Commodity Contracts At December 31, 2002 and 2001, current and noncurrent commodity contract assets are
stated net of applicable credit and performance reserves of $44 million and $26 million, respectively.
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Inventories by Major Category

DECEMBER 31,

2002 2001

Materials and supplies $227 $212
Fuel stock 91 62
Gas stored underground 175 165
Total inventories $493 $439

Inventories are carried at average costs, except for gas inventories managed as part of portfolio management
activities, which are carried at spot rates through December 31, 2002. Inventories recorded at spot rates at
December 31, 2002 and 2001 were $54 million and $18 million, respectively. As part of the rescission of EITF
Issue No. 98-10, such inventories will be adjusted to average costs as part of the cumulative adjustment to be

recorded in the first quarter of 2003.

Property, Plant and Equipment

DECEMBER 31,

2002 2001
North America Energy:
Production $15,675 $15,791
Nuclear fuel (net of accumulated amortization of $847 and $787) 137 146
Other assets 483 242
North America Energy Delivery:
Transmission ~ electric 2,176 1,979
Distribution - electric 6,376 6,110
Gas distribution and pipeline 1,782 1,677
Other assets 483 478
Corporate and other 218 186
Total 27,330 26,609
Less accumulated depreciation 9,901 9,397
Net of accumulated depreciation 17,429 17,212
Construction work in progress 434 608
Net North America property, plant and equipment 17,863 17,820
International Energy:
Australia - Electric and gas distribution and generation
(net of accumulated depreciation of $369 and $267) 1,779 1,599
Net property, plant and equipment $19,642 $19,419

As of December 31, 2002, substantially all of Oncor’s electric utility property, plant and equipment (with a net

book value of $6.1 hillion) is pledged as collateral on Oncor’s first mortgage bonds and senior secured notes.
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Interest Expense and Related Charges
YEAR ENDED DECEMBER 31,

2002 2001 2000
Interest $810 $837 $ 871
Distributions on mandatorily redeemable, preferred securities of
subsidiary trusts, each holding solely junior subordinared
debentures of the construction obligated company:
TXU obligated 30 30 30
Subsidiary obligated 10 1 79
Preferred stock dividends of subsidiaries 13 14 14
Amortization of debt discounts, premiums and issuance cost 33 36 40
Allowance for borrowed funds used during construction and capitalized interest (12) (23) (11)
Total interest expense and other related charges $884 $965 $1,023

Supplemental Cash Flow Information
YEAR ENDED DECEMBER 31,

2002 2001 2000
Cash payments (receipts):
Interest (net of amounts capitalized) $813 $ 971 $985
Income rtaxes $(17) $ 30 $132
Non-cash investing and financing activities:
Note receivable from sale of assets $ — $ 186 $ 23
Equity forward contracts $ — $(190) $190
Equity-linked securities surrendered to meet obligations under
related common stock purchase contracts $238 $ — $ —
Discount related to exchangeable subordinated notes recorded to paid-in-capital $111 $ — $ —

PAGE 145




TXU ANNUAL REPORT 2002

NOTES TO FINANCIAL STATEMENTS

Quarterly Information (unaudited) The results of operations by quarter are summarized below and reflect the
discontinuance of the Europe operations and the effect of EITF Issue No. 02-3 to report certain trading activi-
ties on a net basis. Net income was not affected by the accounting rule change as the decrease in revenues was
offset in cost of energy sold and delivery fees. In the opinion of TXU Corp., all other adjustments (consisting of
normal recurring accruals) necessary for a fair statement of such amounts have been made. Quarterly results are
not necessarily indicative of a full year’s operations because of seasonal and other factors.

QUARTER ENDED

March 31 June 30 Sept. 30 Dec. 31
2002:
Operating revenues $2,453 $2,505 $2,918 $ 2,158
Income (loss) from continuing operations before extraordinary loss $ 274 $ 178 $ 256 $ (533)
Income (loss) from discontinued operations, net of tax effect $  (2) $ 23 $ (44) $(4,187)
Extraordinary loss, net of tax effect $ (17) $ — $ (1) $ (157)
Net income (loss) before preference stock dividends $ 255 $ 201 $ 211 $(4,877)
Net income (loss) available for common stock $ 250 $ 195 $ 206 $(4,883)
Basic and diluted per share of common stock:
Income (loss) from continuing operations before extraordinary
loss after provision for preference dividends $ 1.02 $ 0.64 $ 0.88 $ (1.81)
Income (loss) from discontinued operations, net of tax effect $ (0.01) $ 0.09 $(0.15) $(14.10)
Extraordinary loss, net of tax effect $ (0.07) [ — $ — $ (0.53)
Net income (loss) available for common stock i $ 0.94 $ 0.73 $ 0.73 $(16.44)
2001:
Operating revenues $ 2,777 $ 2,381 $ 2,738 $ 2,153
Income from continuing operations before extraordinary loss $ 125 $ 126 $ 310 $ 78
Income from discontinued operations, net of tax effect $ 76 $ 81 $ 29 $ 6
Extraordinary loss, net of tax effect $ — FJ— P — $  (154)
Net income (loss) before preference stock dividends $ 201 $ 207 $ 339 $  (70)
Net income (loss) available for common stock $ 196 $ 201 3 334 s (76)
Basic and dilured per share of common stock:
Income from continuing operations before extraordinary
loss after provision for preference dividends $ 047 $ 047 $ 1.17 $ 027
Income from discontinued operations, net of tax effect $ 029 $ 031 $ 0.11 $ 0.02
Extraordinary loss, net of tax effect L Y — | J— $ (0.58)
Net income (loss) available for common stock $ Q.76 $ 0.78 $ 1.28 $ (0.29)

Also included in fourth quarter 2002 results were a $185 million ($120 million after-tax) accrual for regulatory-
related retail clawback, a $237 million ($154 million after-tax) writedown of an investment in generation plant
construction projects and $187 million ($174 million after-tax) in charges related to the Pinnacle joint venture
to reflect the loss in value of the business.
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Reconciliation of Previously Reported Quarterly Information The following table presents the changes to previously
reported quarterly amounts to reflect the discontinuance of Europe operations (see Note 3) and to report certain
trading activities on a net basis {see Note 2). Net income was not affected by these changes.

QUARTER ENDED

Increase (Decrease) from Previously Reported March 31 June 30 Sept. 30 Dec. 31
2002:

Revenues - to reflect rrading activities on a net basis $(1,703) $(1,524) $ — $ —
Revenues — from discontinued operations $(3,944) $(3,173) $(1,358) $ —
Income (loss) from discontinued operations, net of tax effect $ (2) $ 23 $  (44) $ —
2001

Revenues — to reflect trading activities on a net basis $ (2,233) $ (1,039) $  (981) $ (906)
Revenues — from discontinued operations $ (3,365) $ (2,706) $ (2,884) $(3,764)
Income from discontinued operations, net of tax effect $ 76 $ 81 $ 29 $ 6

19. SUBSEQUENT EVENTS (UNAUDITED)

In early March 2003, TXU Energy issued $1.25 billion aggregate principal amount of senior unsecured notes in
two series in a private placement with registration rights. One series of $250 million is due March 15, 2008,
and bears interest at the annual rate of 6.125%, and the other series of $1 billion is due March 15, 2013, and
bears interest at the annual rate of 7%. Net proceeds from the issuance will be used for general corporate
purposes, including the repayment of advances from affiliates.
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Automated Voice Telephone System
Provides Shareholder Information
TXU Business Services Shareholder
Services is the transfer agent,
registrar, dividend-paying agent, and
Direct Stock Purchase and Dividend
Reinvestment Plan administrator

for TXU Corp. common stock.

If you need information about stock-
related subjects, contact Shareholder
Services. The address and telephone
numbers are on this page. Our
automated voice telephone system can
provide you information about your
individual account and the following:

¢ Direct Stock Purchase and
Dividend Reinvestment Plan

¢ Quarterly financial results

¢ Securities transfer and
change in registration

¢ Lost or stolen certificates
¢ Dividend payments

¢ Income tax information
concerning dividends

4 Address changes
+ Financial and operating reports

You also may speak to a shareholder
account representative about these or
other stock-related subjects.

Common Stock Dividends

The company has declared common
stock dividends payable in cash in each
year since its incorporation in 1945.

TXU ANNUAL REPORT 2002

SHAREHOLDER INFORMATION

At its February 2003 meeting, the
Board of Directors declared a quarterly
dividend of $0.125 per share. This
regular quarterly dividend is payable
April 1, 2003, to shareholders of
record on March 7, 2003.

Dividends are paid in cash to
shareholders who are not partici-
pating in the Direct Stock Purchase
and Dividend Reinvestment Plan; all
dividends are reportable for federal
income tax purposes as ordinary
dividend income.

2003 Annual Meeting

The Annual Meeting of Shareholders
of the company will be held at 9:30
a.m. on Friday, May 16, 2003, at the
Mesquite Convention Center,
Hampton Inn & Suites, Salons A and
B, 1700 Rodeo Drive, Mesquite, Texas
75149. Shareholders are cordially
invited to be present at the annual
meeting. Whether or not you will be
able to attend, please complete and
return your proxy so that you will be
represented at the meeting. The
notice of the meeting, proxy
statement, and forra of proxy are
being mailed or given to shareholders

on or about March 28, 2003.

Directory
David H. Anderson
Vice President of Investor Relations

214.812.4641

Shareholder Services
P.O. Box 130059

Dallas, Texas 75313-0059
Local 214.812.8100

Toll-free 1.800.828.0812

WWW.XUCOrp.com

Stock Exchange Listings
New York Stock Exchange, Inc.
New York, New York

The Chicago Stock Exchange, Inc.
Chicago, lilinois

The Pacific Stock Exchange, Inc.
Los Angeles and San Francisco,
California

Ticker Symbol: TXU

Additional Shareholder Information
This annual report has been prepared
for the purpose of providing
shareholders with information
concerning the company and not in
connection with any sale or purchase of
or any offer or solicitation of an offer
to buy or sell any securities.

The company will also furnish a copy of
the Annual Report to the Securities
and Exchange Commission, Form 10-K.
Requests for this report or other
shareholder information should be
directed to TXU Business Services
Shareholder Services or via
WWW.XUCOrD.Com.

©2003 TXU Corp. All rights reserved.

@ é Printed on recycled paper using soybean inks.

PRICE RANGE

QUARTERLY MARKET PRICE RANGES AND DIVIDENDS PAID
PER SHARE OF COMMON STOCK

DIVIDENDS PAID
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2002 2002 2001
Quarter Ended High Low High Low
March 31 $55.20 $46.27 $44.13 $34.81 $0.60 $0.60
June 30 57.05 48.81 49.74 39.60 0.60 0.60
September 30 51.85 33.65 50.00 43.25 0.60 0.60
December 31 40.99 10.10 49.97 43.11 0.60 0.60




We look forward to the future.

Our path ahead is clear, and the strategy is well defined. To achieve earnings
expectations, we will capitalize on leadership positions in Texas and
Australia, reduce costs, pay down debt, and strengthen credit. The disci-
plined actions TXU is taking today will deliver on expectations and build a

solid platform for growth and prosperity tomorrow.
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